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Achieving excellence is your number one priority. Helping you get there 
is ours. What makes us a leading fuel marketer is the security of supply 
we provide our customers through our strategic partnership with BP. 

By understanding your particular business needs, we are able to provide 
agile solutions and service, which means you can focus all your energy 
on achieving success, while we fuel it. 



MASANA 


To find out about Masana, visit www.masana.biz 
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R&D NOT BIG ON 
PHARMA’S AGENDA 

JULIA HILL, ACCESS ADVOCACY 
OFFICER AT DOCTORS WITHOUT 
BORDERS SOUTH AFRICA, WRITES: 

The 2 July article, Affordable medicines vs 
growth in pharmaceutical sector^ suggests 
that without patent monopolies and 
high medicine prices, pharmaceutical 
companies might be unable to afford the 
costs of developing new medicines in the 
future. It might be wise, however, to wait 
before emptying your purse for overpriced 
medicines on account of scare tactics. 

In reality, nine of the world s 10 largest 
pharmaceutical firms spend billions of 
dollars more on marketing their medicines 
to boost sales than they do on research 
and development (R6cD). Yet up to three- 


quarters of products approved in the US 
between 1989 and 2000 had “no therapeutic 
benefits over existing medicines”, 
suggesting companies’ R8cD spend goes 
toward maintaining control over profitable 
products rather than innovation that meets 
public health needs. Companies have also 
appeared to favour using their profits to buy 
back shares rather than investing in R6cD 
for tomorrow’s life-saving treatments. 

Much early-stage research - in the US 
and in SA - is conducted using public or 
philanthropic funds, in universities and 
research institutes. Even when innovation 
is initially driven by public funding, many 
are denied access to medicines by profit- 
hungry firms that scoop up patent rights to 
promising therapies. 

Reforms to the Patents Act and other 


intellectual property practices will not deny 
companies the right to make profits, and 
will not change pharmaceutical companies’ 
already sub-par R8cD practices. Reform 
could rather allow SA’s government to 
control and combat abusive patenting and 
pricing practices by companies. Reforming 
R8cD policies could also ensure more 
affordable access to life-saving products 
that were developed with public funds. 

TOP WOMEN TO 
WATCH 

In celebration of Women’s Day, Finweek 
will feature 30 of South Africa’s top 
business women. Send your nominations 
to editorial@finweek.co.za, or visit www. 
finweek.com for more details. 
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31 % 

The proportion of electric 
power generated in the 
US in April by natural 
gas, the first time it 
has overtaken coal as 
the biggest source of 
electricity, says research 
group SNL Energy. Coal 
accounted for 30% and 
nuclear 20%, it said. 
Natural gas production 
has jumped by 30% in 
the US since 2008 as 
hydraulic fracturing, 
or fracking, allowed 
companies to tap huge 
volumes of gas trapped 
in shale formations. This 
has caused prices to fall 
to about a third of levels 
seen a decade ago. 



230 % 

Japan’s current debt-to- 
GDP ratio, according to 
tradingeconomics.com. 
Japan has the highest 
debt-to-GDP ratio globally. 
Greece, at 177%, has the 
second-highest. 

While a Reuters outlook 
earlier this month indicated 
that Japan’s outlook was 
currently stable, it also 
stated that the country 
needed to achieve high 
economic growth to grow 
tax revenue. 

However, it also reported a 
Fitch statement saying the 
country had little room for 
growth as it was already 
near its potential growth 
rate. 


$3.8M 

The reward (R47m) offered by Mexico for information leading 
to the capture of one of its most infamous drug lords, Joaquin 
Guzman Loera, known as El Chapo, who used an underground 
tunnel to escape from a maximum-security prison in the country 
on 11 July. He entered the tunnel through a hole under the 
shower of his prison cell, which was under camera surveillance. 
This is his second prison escape; the first was in 2001. 





$70000 


The annual salary (R868 098) of Nigerian President 
Muhammadu Buhari, half of what his predecessor, 
Goodluck Jonathan, was paid and substantially 
below President Jacob Zuma’s salary of more than 
R2.7m. Buhari is under pressure to fulfil his campaign 
promises, which included to fight corruption, deal 
with militant Islamist group Boko Haram, and invest 
in education, infrastructure and equipment. 
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30 


The number of years the International Monetary Fund says Greece 
should be given before it is expected to pay back its debt. In a 
preliminary debt sustainability analysis, the IMF says Greece’s debt 
can “now only be made sustainable through debt relief measures 
that go far beyond what Europe has been willing to consider so 
far”. Other options include explicit annual transfers to the Greek 
budget or deep upfront haircuts, the IMF said. The initial EU 
statement referred to further financing of €86bn (R1.174tr), and 
mentioned the possibility of rescheduling Greece’s debt, the BBC 
reported. Flowever, it did not make provision to reduce debt. 
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THE GOOD 

It is incredible to think that more than nine years ago, Nasa scientists sent 
the New Horizons spacecraft on a journey of 4.88bn kilometres to Pluto to 
take pictures and collect data on the dwarf planet (after some controversy 
over its classification, Pluto is now considered a planet once more). The 
spacecraft snapped the pictures from a distance of 12 500km as it passed 
Pluto on 14 July at 14km per second, marking the first time that all the 
solar system’s nine planets have been visited at least once by a probe. 


“We need to stop being subjects and become 
active citizens. It is now incumbent on us all to 
stand up and bring our country back to the path of 
reconstruction and development. We promised a 
better life in 1994, and we need to deliver it.” 

- Jay Naidoo, founding general secretary of Cosatu, in 
an opinion piece published by Daily Maverick. 




THE BAD 


China reported a second quarter growth rate of 7%, slightly above market 
expectations, leading to fresh questions on whether Chinese government statistics 
can be trusted. Citibank, for example, said it believes the actual growth rate was 
probably closer to 5%. The fact is that China, the world’s growth engine for the pas 
few years, is slowing down - which is not bad news only for commodity exporters 
South Africa. It may also drag global economic growth down below 2% over the n( 
few years, Ruchir Sharma, head of emerging markets at Morgan Stanley Investmer 
Management, told Bloomberg. He sees this as equivalent to a world recession. 



THE UGLY 


Cosatu’s top brass may think they’ve laid to rest the divisions in the federation at their 
conference, which ended on 14 July. After many shenanigans, a final decision was made on 
the fate of general secretary Zwelinzima Vavi and Numsa, both critics of President Zuma: 
they remain expelled, and a number of unionists are unhappy about this. As Cosatu’s 
founding general secretary Jay Naidoo tweeted: “No genuine worker leader would suppor 
the expulsion of a union for having different political views. That’s Stalinism.” 
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AFTER THE 

SHOW 

IS OVER 


Within hours after the recent agreement in Vienna, 
Austria, on Iran’s nuclear build-up was reached, the 
Brent crude price reacted by dropping $1 to $56.70 
(R701.46) following sentiment regarding existing 
global oil supply. The deal means that economic 
sanctions by the United States, European Union 
and United Nations against Iran will be lifted. While 
some sanctions have been in place for decades, 
the most influential oil sanctions came into effect 
in 2012 - effectively halving Iran’s oil exports to Im 
barrels per day, Reuters reported. According to a 
Reuters survey, expectations were that, following 
the deal, Iran could increase its oil exports by 60% 
within the next year. Currently, the global market 
produces a daily oversupply of 2m barrels, it said. 
Picture: Carlos Barria/Reuters 
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Fear and paranoia stalk 
the nation once more 



I ts disarming how fast we have 
readjusted to fear and paranoia. It 
took one week of a resurgent Boko 
Haram to get back to nervousness 
around parked cars, to more regular 
roadblocks, to looking over our shoulders 
at all times, just in case something was 
happening or someone was there who 
shouldn’t be. 

My emails from home and abroad are 
ending with “Stay safe” and “Take care” 
in a way they haven’t for months. It’s all 
very self-perpetuating, the paranoia: feel 
a little unsettled, tell someone about it 
and feel far more paranoid for having 
had the conversation. We’re all feeding 
one another’s fears, too: Twitter is hot 
with rumours about possible bomb 
targets, unattended bags, suspicious 
activity and suspect characters. 

The police and military presence 
had been lighter in Abuja in the last few 


weeks before these attacks but the streets 
of the central business district and main 
commercial areas are once more thick 
with pick-ups and uniforms. I have 
seen street hawkers being searched with 
fresh diligence - but then I have also 
seen a fair few police personnel asleep 
at their posts. Whichever approach 
you take, there really is very little you 
can do to stop the kind of bombings 
Nigeria has seen in the past fortnight. 
In the supermarket this week there was 
a little girl of 10 or so standing next to a 
basket of shopping at the bottom of the 
staircase. Ordinarily I might not have 
noticed her. Or I might have given her a 
smile or a wave because Nigeria dictates 
friendly greetings, all round, always. As 
it happens, she was Muslim and wearing 
a hijab. 

I am not proud of this but I admit 
that my first thought on seeing her 


WHICHEVER APPROACH 
YOU TAKE, THERE 
REALLY IS VERY LITTLE 
YOU CAN DO TO STOP 
THE KIND OF BOMBINGS 
NIGERIA HAS SEEN IN 
THE PAST FORTNIGHT. 

wasn’t that she was sweet or how nice it 
was that she was helping her mom with 
the shopping. My first thought on seeing 
her? That's what suicide bombers look like. 

In recent months and since its large- 
scale kidnappings of tens or hundreds of 
girls at a time. Boko Haram has been 
using girls as suicide bombers. It’s easy 
to control them, it’s easy to scare them 
and it’s easy to conceal bombs on them 
underneath loose clothing. Rumours 
that the children stolen from Chibok 
over a year ago are being used as suicide 
bombers are unsubstantiated (as are 
rumours of their impending release at 
the time of writing), but many in Nigeria 
assume that is their fate. 

My second thought was. How sick 
must I be and how sick must our situation 
be that I can look at a child and wonder if 
she's a killer before thinking anything else 
about her^ How wrong, how irrational, 
how unfair. 

What does it say about security in 
Nigeria that it’s so easy, in the space of a 
week, to go from not even noticing a kid 
in a shop to wondering if she might kill 
you? I can’t remember the last time I was 
scared of a child; I also can’t remember 
the last time I was scared of the speed at 
which a thought popped into my head. 
We may be readjusting fast but that’s not 
to say we’re readjusting easily. ■ 

editorial(2)finweek.co.za 
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Starbucks 
heads to SA 


Kris Engskov (left), president 
of Starbucks Europe, the 
Middle East and Africa, and 
Carlo Gonzaga, CEO of Taste 
Holdings, are pictured in 
a branch of the American 
coffee house chain. Starbucks 
announced an exclusive 
licensed partnership with Taste 
Holdings for the opening of 
stores in South Africa, the first 
time it will bring its full-format 
stores to the country. The first is 
planned for Johannesburg and 
is expected to open in the first 
half of 2016, the companies said. 
Taste will own and operate the 
stores, which will offer the full 
range of Starbucks’ food and 
beverages. 





Mining giant BHP Billiton is writing 
down its onshore oil and gas assets in 
the US by $2.8bn (pre-tax) (R34.72bn) 
as plunging oil prices hit shale gas, 
AFP reported. Most of the write-down 
is related to its gas-focused Hawkville 
field in Texas, while the remainder stems 
from an impairment of goodwill from 
its $12.1bn takeover of the Petrohawk 
Energy Corporation in 2011, it said. BHP 
cut its operating US shale oil rigs by 40% 
in January as a result of lower prices. 


i2 
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The estimated cost of 
government’s proposed 
nuclear build programme, 
according to the department 
of energy, which sees it 
as a viable project. The 
estimate is based on similar 
build programmes in other 
parts of the world. It is an 
“overnight cost” or the price 
of the plant if it was built 
in a day and, therefore, did 
not need financing costs. It 
also excludes other costs 
like insurance in the event 
of an accident, the costs of 
dealing with nuclear waste 
and the decommissioning 
of the plant. Business Day 
reported. 



The number of years it will take 
before new books written for 
the Future Library, a project 
by the Scottish artist Katie 
Paterson, will be published. 
The project is gathering works 
from prominent authors - 
Margaret Atwood made the 
first contribution, a manuscript 
titled Scribbler Moon, in May - 
that will remain unread and 
unpublished until 2114. 
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HOME OWNERSHIP: 

AFFORDABILITY VS LOCAT1 

BY GLENDA WILLIAMS 

A ffordability is a significantly more important factor for homebuyers 

than location, Absa’s newly published report The Homeowner Insights 
finds. “It’s not location, location, location, but repayment, repayment, 
repayment.” says Ewald Kellerman, head of customer interaction 
at Absa Home Loans. The report - a first in a series the bank will release on 
consumer behaviour - focuses predominantly on affordability and how it 
affects consumers in the pre-buying and property searching phases. 




Did your needs change in terms of what you 
wanted to rent or buy when you saw what 
was avaiiabie on the market? 


What was your primary reason for deciding 
to rather rent property? 



NO - 65% 


YES - 35% 


Reasons why your needs changed? 



Fixed monthly amount to be paid 


Enables you to live in an area in which 
you could not afford to buy 


No maintenance is required 


Smaller amount of “upfront” cash compared 
with when you buy 


After paying rent have additional 
money - used to invest 


126% 


Allows for more flexibility 


■ 19% 

■ 15% 
15% 

1 13% 
112% 


Affordability 
Size I 
Location I 

Realised I wanted something different 
Property must be pet-friendly 
Aesthetics of the building 
Security 


37% 


Which factors do you consider when 
you want to buy or rent property? 


129% 


| 10 % 

19% 


It would be too much 


1 3% 
13% 
J3% 

responsibility 1 2% 

I was advised otherwise 1 2% 
Age of the building 1 2% 
Privacy 1 1% 

I wanted a pool |1% 

It was not as advertised |1% 
Lifestyle | 1% 



^ The affordability of the house 

The number of bedrooms 
The size of the property 
The house is in a great area 
Possible costs to maintain the house 
Possible costs to fix the house 
How long it will take to get to work and back 
Proximity to amenities, such as shops 
There is plenty of potential with the house 
Possible traffic in rush hour 
The house is just so much better than the other 
An outstanding feature e.g. kitchen 
It is close to friends/family 


] 
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COVER 


The f utu re of 

SASOL 



BY DAVID VAN BILJON 


Sasol, which produces about a third of South Africa’s fuel from coal and gas, has its fortunes 
tied closely to a volatile oil price. With the price of crude under pressure, aggressive expansion 
plans under way and its CEO David Constable departing in 2016, F inweek asks what the future 

holds for one of SA’s biggest companies. 
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D avid Constable hasn’t had an 
easy time since he took over 
as Sasol CEO in 2011. 

He’s implemented a 
wide-scale restructuring of the group, 
which has led to substantial job cuts - 
a process that was further complicated 
by a 50% drop in the oil price. That 
has also complicated his mission to sell 
Sasol ’s expansion plans - which include 
the building of a new ethane cracker and 
gas-to-liquids (GTL) plant in Louisiana, 
US - to sceptical investors. 

Sasol - whose share price is down 
20% over the past year to about R429, 
giving it a market capitalisation of 
R279bn - has approved construction 
of the $8.9bn (RllObn) ethane cracker 
despite the oil price headwinds. A 
decision on the GTL plant, which will 
cost an estimated lllbn (R136bn), has 
been shelved for now. 

David Shapiro, a director of Sasfin, 
has a cautious stance towards investing 
in Sasol. “Some time ago what attracted 
us to the company was its exciting 
expansions plans - taking its unique 
technology to the world - but with the oil 
pricing having dropped so significantly, 
these plans have been curtailed. The 
company is now in a consolidation 
phase, which casts an entirely different 


if 

THE EFFECT OF THE 
OIL PRICE, AS WELL AS 
CHALLENGES FROM A 
VOLUME POINT OF VIEW, 
ARE LIKELY TO 

SQUEEZE 

ITS EARNINGS SOMEWHAT. 

JU 


LTHE.MANAT. 



THE HELM 


David Constable becanne the first 
non-South African to head Sasol 
when he took over frorm Pat Davies 
in June 2011. Constable, a Canadian, 
is an engineer with more than 
30 years’ experience in a variety 
of sectors. 

He served as group president, 
operations, at engineering and 
construction firm Fluor Corporation 
before taking the Sasol job. He will 
step down as Sasol CEO when his 
contract ends at the end of June 
2016, and has signed a special 
advisory services agreement to 
support Sasol’s megaprojects 
during the 2017 financial year. 

Since 2013, Sasol has reduced its 
top management layers by 61% and 
was looking to cut a further 200 
senior managers as part of its 
strategy to deal with the lower oil 
price, it said earlier this year. The 
restructuring has led to questions 
about the depth of Sasol’s 
management pipeline. 

“While the restructuring exercise 
Sasol has been engaged in is 
commendable, given current market 
conditions, it also has a downside. 
With the company’s management 
ranks thinned out, it could be facing 
a leadership crisis, precisely at a time 
when it badly needs strong 
leadership in determining its future 
strategic direction. The imminent 
departure of the CEO exacerbates 
the situation,’’ one analyst said, 
speaking on condition of anonymity. 

Alex Anderson, spokesperson for 
Sasol, said the company “has a 
pipeline of strong talent that spans 
the breadth and depth of the 
organisation. There is a detailed 
succession plan and structured 
process in place for the position of 
the president, CEO and other senior 
executives of the company.’’ 


light on it. 

“On the fuels side of the business, the 
effect of the oil price, as well as challenges 
from a volume point of view, are likely 
to squeeze its earnings somewhat. A 
lot now hinges on the chemical side of 
the company and, in particular, the new 
ethane cracker complex in Louisiana. 
This is a difficult business to read but 
one can only hope that there are no 
glitches with the project because that 
could be serious. I’m cautious about 
commodity stocks in general, which 


David Constable 

Sasol CEO 
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seem to be facing a few tough years, 
but if Sasols share price consolidates 
below R400, I would say it was in 
buying territory,” he says. 

Of the six analysts polled by INET 
BFA who updated their ratings on the 
stock since the start of July, four ranked 
Sasol a buy, one a hold and one a sell. 

FOCUS ON THE 
CHEMICAL BUSINESS 

The Louisiana ethane cracker, with 
a capacity of 1.5m tons of ethylene a 
year, is expected to start beneficial 
operations in the first half of 2018. 
About a third of the ethylene 
produced by the facility will be used 


PLASTICS 

RULING IN 


QDUCTION: 



Government, through its incdustrial development strategy, has identified the 
manufacture of plastic products as a priority area because of, among other things, 
its potential for job creation and for greater exports. 

A ruling last month by the Competition Appeal Court set aside fines of R534m 
imposed by the Competition Tribunal on Sasol for the excessive pricing of propylene 
and polypropylene from 2004 to 2007 

This must be seen as a setback for government because these are raw materials 
in plastic manufacture. 

Government has been promoting the downstream beneficiation of raw materials 
by trying to get producers to reduce their prices to local downstream manufacturers, 
particularly if the producers, like Sasol, enjoy dominant positions in the local market. 

The Competition Commission has since announced that it will seek leave to appeal 
the Appeal Court’s ruling, and said it was “concerned that this judgment will constrain 
competition enforcement against dominant firms”. 

Government sees the plastics industry as a potential growth sector, saying in its 
latest industrial policy action plan that it is “in principle, capable of undergoing a 
major diversification from basic to more sophisticated products” with increased 
investment and technological know-how. 

The plastics sector employs some 60 000 people and contributes about 1.6% to 
the country’s GDP. The industry has been struggling in the past few years, partly due 
to high input costs and a rising tide of imports, according to the department of trade 
and industry (dti). 

Cheap imports of relatively low-cost, value-added products have caused many 
parts of the world’s plastics industry to restructure or collapse, the dti said. Therefore 
a “number of companies have relocated their manufacturing facilities to low-cost 
production countries and have themselves become importers”. 

“The rising cost of the polymers used by the plastics conversion industry has made 
many of its customers resist the inevitable price increases that follow and led them 
to seek alternative sources of supply wherever possible.” 

The dti expects growth in the sector to accelerate to an annual compound rate 
of 4.8% over the next five years compared with 2% in 2013, based mainly on increased 
demand for packaged food and higher demand from the automotive sector. 



David Shapiro 

Sasfin director 


to manufacture high-value speciality 
chemicals, with the balance used primarily 
for the production of polyethylene. 
Ethane is a by-product of natural 
gas production. Its price has been driven 
down by the “shale gas revolution” in the 
US, which led to an increase in natural 
gas production. Constable said at the 
groups interim results presentation in 
March. According to Constable, the 
“robust project economics” will benefit 
from an “advantaged site location which 
expands our existing operations’ economies 
of scale”. 


With the completion of this project, 
chemicals - which already form a 
significant part of Sasols portfolio - 
will become even more important. The 
company’s South African and global 
chemical businesses produce almost 
7m tons of product a year, placing it among 
the 40 largest chemical companies in 
the world. 

“Sasol may well emerge stronger from 
the current trough in the business cycle, 
provided it does not repeat the mistakes 
of the past,” says Mohamed Kharva, an 
analyst with Nedbank Capital. 
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business performance enhancement 
programme. Today, as we navigate our 
way through a challenging global reality, 
it s reassuring to know that, at Sasol, we 
have been fixing the roof while the sun 
was shining,” Constable says. 

This initiative is expected to achieve 
sustainable annual savings of R4.3bn, 
with the full benefit being realised from 
the current financial year. An additional 
Rlbn in annual savings is anticipated 
from the 2018 financial year as a result 
of initiatives started in response to the 
lower oil price. 

Sasol continues to progress its very 
substantial capital expenditure despite 
the announced cutbacks. Total capital 
expenditure for the year to June 2015 
was slated at R45bn - only R5bn less 
than originally planned - with an 
unchanged R65bn earmarked in the 
current financial year. 

“In the longer term, an important 
question is the level at which the oil price 
will eventually settle. In South Africa, 
cost inflation is continually creeping 
up, with higher electricity costs, above- 
inflation increases in labour costs and so 
on. If the oil price remains at its current 
level, it will be a lot more challenging 
for Sasol to grow its earnings in South 
Africa,” says Kharva. 

“Internationally, the picture is 
somewhat different, with their ethane 
cracker in the US due to come on stream 
in three to four years’ time. 

“Prospects for that project will 
depend on the oil price environment 
at that point since there is a strong 
link between the price of oil and 
other energy sources such as ethane. 
But there, too, tight control both over 
costs and the time schedule of the 
projects is essential as cost and time 
overruns on some of its major projects 
have cost the company dearly in the 
past,” he says. ■ 

editorial(2)finweek.co.za 


“This will depend critically on the 
execution of their projects and not 
cutting back excessively on sustaining 
capital expenditure at this point of the 
cycle. 

“In the early 2000s the company did 
not spend enough on this when times 
were tough, particularly at Secunda. 
Having to catch up afterwards cost a lot 
more and also affected the operational 
stability of the plants,” says Kharva. 

Analysts have also been particularly 
sceptical about Sasol ’s GTL plans, given 
the huge delays and cost overruns at its 
GTL facility in Qatar. 

“GTL technology is expensive, and 
will remain so unless there is a major 
technological advance which reduces 
its cost,” says one analyst speaking on 
condition of anonymity. “While GTL 
projects are feasible with oil above, say, 
$90 per barrel, they will always be risky 
- because with oil around $60, they are 
not viable with today’s technology.” 

SASOL’S SAVING SPREE: 
BOTH GOOD AND BAD 

In the interim, Sasol has tightened the 


purse strings. It announced in December 
that it targets cash savings of between 
R30bn and RSObn over the following 
two-and-a-half years. “The response 
plan has flexible levers so we can 
respond to the volatile macroeconomic 
environment, while optimising our 
ultimate profitability,” says Constable. 

Of these levers, the main one is the 
“right- sizing and phasing of the capital 
portfolio”, of which an important 
component is the delay in the US 
GTL project. 

Another casualty of the lower oil 
price was the company’s progressive 
dividend policy, which was replaced 
with an approach based on a target 
dividend cover range. This falls under 
the “capital restructuring” lever of the 
response plan, which envisages savings 
of R8bn to RlObn. 

Besides these shorter-term cash 
savings, Sasol has, since 2011, been 
engaged in a programme of large-scale 
change. “We refined our corporate 
strategy, streamlined our management 
structures, adapted our systems and 
processes, and drove a comprehensive 


sasoL 

reaching new frontiers 


WITH THE COMPANY’S 
MANAGEMENT RANKS 


THINNED OUT, IT 
COULD BE FACING A 

LEADERSHIP 

CRISIS. 
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IN THE NEWS 


Coal, iron prices won’t slow 
Transnet freight expansion 

BY DAVID MCKAY 



T here’s been a hullabaloo about 
the manner in which President 
Jacob Zuma’s administration 
has selectively adhered to the 
precepts of the National Development 
Plan (NDP), especially in its hard- 
headed pursuit of nuclear power that the 
NDP warned would be too expensive. 

However, one area where NDP 
recommendations and government 
action appeared to have cohered is in 
the roll-out of infrastructure insofar as 
it befell the state-owned transport and 
logistics utility, Transnet. 

In an interview with Finweek^ acting 
CEO, Siyabonga Gama, said the seven- 
year, RSOObn roll-out first announced 
in Zuma’s State of the Nation speech 
in February 2012 - which Transnet 
subsequently dubbed its “Market 
Demand Strategy” (MDS) - now stood 
at R337bn, about 12% more, with 
R92.8bn in investment already deployed. 

What’s interesting to note in this is 
that while Eskom has buckled under the 
strain of its expansion, Transnet’s quite 
different business-to-business model has 
served it so well that it has reduced its 
gearing, measured by comparing its net 


debt to equity. That ratio now stands at 
40%, well below 45.9% as of the end of 
Transnet’s 2014 financial year. 

The value of its total assets has 
doubled in five years to R328bn. “A 
brand new Transnet has started to 
emerge over the past five years,” said 
Gama. “We are also punching above our 
weight recording growth well above the 
national GDP.” 

The burning question, however, is 
whether Gama - or Brian Molefe, should 
he decline to take up a permanent role 
as CEO at Eskom - can keep Transnet’s 
momentum going against a backdrop of 
SA’s declining rate of economic growth. 

Mining activity is but one measure 
of how this growth is faring, but it’s 
worth taking a closer look at it if only 
because Transnet Freight Rail (TFR), 
which comprises just over half of all of 
Transnet group revenue, is so closely 
tied to the sector. 

Coal prices have slid from a high 
of $180 per ton during 2010 down to 
around $60/t, while iron ore prices 
have fallen from similar levels to below 
$50/t. While TFR has ‘take-or-pay’ 
agreements that protect its revenue, the 


MDS is betting on coal and iron ore 
expansion, not the retreat that appears 
to be currently in motion. 

At least two projects in the 
Waterberg coalfields of Limpopo, 
an area TFR is spending billions of 
rand reticulating, are on the rack with 
financiers either unable or unwilling to 
commit to project funding. 

Gama declares himself observant of 
the situation, but ultimately unfazed 
by short-term consequences. “If in 
2019, there’s a sudden upturn in the 
coal or iron ore price, then people 
will say Transnet has been myopic in 
failing to provide the capacity for any 
expansions,” he said. 

“These things happen in markets 
but Transnet has to invest ahead of 
the cycle. And when we invest, it’s got 
to be for the next 30 to 40 years. So 
the current events in the market are 
probably just a blip to us.” 

Gama said there are no plans to halt 
or decelerate the development of phase 
one of the Waterberg rail development, 
which will see coal capacity increasing 
to 22mt per year (mtpa) from only 
around 4mtpa presently. And he talks 
of creating enough capacity for 30mtpa 
to 40mtpa from the region, and to take 
on likely exports that could be supplied 
from Botswana. 

He’s less forthcoming about his 
immediate future, however. Asked if he 
“wants the job” at Transnet, he replied 
this was a “difficult and awkward 
question to answer”. 

“I’m just trying as best I can so that 
the departure of Brian Molefe doesn’t 
create a vacuum and that should he 
return he will find a company that is 
doing the things it was supposed to do,” 
he said. ■ 
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No one’s buying: 

Bleak times for miners 


IN THE NEWS 


BY DAVID MCKAY 


D eal activity seems to have 
all but dried up; no doubt 
informed by market 
volatility, which caused the 
iron ore price earlier this month to lose 
25% in a week - 10% in one day - 
before retracing some of its losses. 

The evidence of torpor is everywhere. 
The refinancing of the Waterberg 
Coal Company’s thermal coal project 
in Limpopo has been in stasis since 
October, while the nearby Boikarabelo 
Coal Project, owned by Australia’s 
Resource Generation, appears on 
permanent hold. Coal of Africa pulled 
the plug on the sale of its Mooiplaats 
Colliery to a private investor who 
couldn’t raise the cash. 

Anglo American Platinum 
(Amplats) has struggled to find decent 
offers for its Rustenburg and Union 
mines, and Impala Platinum pulled 
out of the sale of its Marula Mine 
altogether owing to a lack of interest, 
or decent bids, or both. 

Paul Miller, a resources banker at 
Nedbank Capital, said SA had sterilised 
significant pools of international 
capital since the Marikana atrocity, 
in which 34 striking miners were shot 
dead by police in 2012. While these 
events clearly horrified international 
investors. Miller said banks had been 
distracted by the slide in metal and 
mineral prices. “Inevitably, most banks 
have dodgy projects on their books, so 
senior managerial time is spent sorting 
out the transactions they already have 
rather than chasing new deals.” 

Among the most high-profile of 
the distressed companies in need of 
refinancing is Lonmin. 

The company recently gave up 
Rlbn in market value in a single day 
when investors jumped ship, amid 



speculation that the company would be 
forced to issue shares for cash to pay for 
growth and sustaining capital needs. 

Lonmin faces refinancing in 
less than 10 months when a $400m 
(R4.96tr) revolving credit facility 
matures, and two months after that 
when three facilities of about R660m 
each ($170m at an exchange rate of 
R12/$) fall due. 

A dilutive equity issue comes at 
exactly the wrong time for Lonmin as 


the share is in free fall - down more than 
40% in 30 days - and would mean the 
company had diluted shareholders every 
three years since it raised $460m in 2009 
and $800m in 2012. 

“We don’t believe Lonmin’s balance 
sheet is in bad shape. Every effort of 
the company is directed at protecting 
the balance sheet, even to the extent of 
underinvesting in the asset base,” said 
Leon Esterhuizen, an analyst for CIBC 
Capital Markets. 

“This, we believe, is effectively 
borrowing from Peter to pay Paul, as 
the underinvestment in the asset base 
will eventually come back to haunt the 
company on many fronts - one of which 
will ultimately be the balance sheet,” he 
said. As of 31 March, Lonmin had net 
debt of $282m, consisting of debt of 
$342m and cash of $60m. 

The recent slide in the value 
of Lonmin shares was reportedly 
triggered by a negative sounding 
report by UBS. The bank said any lift 
in the prices of platinum group metals 
(PGMs) - palladium and platinum, 
among others - would be used by 
Lonmin to service capital projects 
it had been ignoring so that it could 
stay alive. 

“We previously expressed higher 
PGM prices to give Lonmin the 
momentum to simultaneously increase 
earnings and restart capex projects. 
However, lower prices for longer makes 
this prospect more challenging,” the 
bank’s analysts said. 

“On our updated PGM forecasts, 
valuation is stretched and we downgrade 
Lonmin to sell,” it said. That was on 
9 July when the company was valued 
on the JSE at R12.5bn. It subsequently 
shed R4.2bn over the next seven days. ■ 
editorial(a)finweek.co.za 
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IN THE NEWS 


SA Inc puts money into Zim 

BY MEMORY MATARANYIKA 



S outh African corporates are 
increasingly investing in 
Zimbabwe, with majors like 
Sanlam and PPC announcing 
deals in recent months. 

Zimbabwe has always been lauded as 
a market with much potential, despite 
its political and economic challenges. 
This has prompted many companies to 
maintain their operations in the country 
through periods of hyperinflation 
and major uncertainty. With PPC 
announcing expansion plans of $20 Om 
(R2.5bn) and Sanlam paying $11. 6m 
(R144m) for a 40% stake in Zimbabwean 
insurance firm Masawara Investments 
Mauritius, it seems Zimbabwe is firmly 
back on SA Inc s radar. 

“Some investors are beginning to see 
beyond the current problems and are 
taking the high-profile risks of investing 
in an economy that everyone else is 
shunning. Other investors are moving 
away from the country. But the major SA 
companies that are here, are maintaining 
their investments, and others are 
even setting up new businesses,” said 
economist Johannes Kwangwari. 

Flows of foreign direct investment 
(FDI) have increased from $105m in 
2009 to $545m last year, according 
to statistics from the United Nations 
Conference on Trade and Development 
(Unctad). Outflows increased from 
zero in 2009 to $72m in 2014, Unctad 
said. The economy is expected to grow 
by only 1% this year, according to the 
World Bank, with growth rates of 2.5% 
and 3.5% forecast for 2016 and 2017 
respectively. 

Despite the low growth rates, PPC 
is seeing an uptick in demand. It said 
earlier this month it would spend $200m 
to increase its production facilities in 
Zimbabwe by 2020. The company 
wants to benefit from a change in the 
country’s cement market, from people 
spending mostly on home building and 


renovation, to renewed maintenance 
spend on national infrastructure. 

Other SA firms with interests in 
Zimbabwe include Pick n Pay, Impala 
Platinum, Aquarius Platinum, Sanlam, 
Nedbank, Standard Bank and Mzi 
Khumalo’s Metallon Gold. Polyoak 
Packaging is expected to set up a new 
factory just outside Harare. 

a 

SOME INVESTORS 
ARE BEGINNING TO 
SEE BEYOND THE 
CURRENT PROBLEMS 
AND ARE TAKING 
THE HIGH-PROFILE 
RISKS OF INVESTING 
IN AN ECONOMY 
THAT EVERYONE 
ELSE IS SHUNNING. 

Heinie Werth, CEO of Sanlam 
Emerging Markets, said in May when 
its deal was announced that the group 
had eyed Zimbabwe for a while. “We 
have always indicated that we want 


to add Zimbabwe to our portfolio of 
businesses, as we remain optimistic 
about the prospects of Zimbabwe’s 
insurance industry - which is expected 
to show reasonable growth in 2015 and 
the years thereafter in both the life and 
non-life sectors.” 

The investor interest from SA stands 
in contrast to apprehension among 
other investors, such as multinational 
firm Rio Tinto, which sold its coal and 
diamond assets in the country in June. 

Despite Rio Tinto ’s decision to 
exit Zimbabwe, the interest from 
mining investors to enter the country is 
“overwhelming”, said one resource fund 
manager, who spoke on condition of 
anonymity. However, the country needs 
to improve its mining fee regime, and 
help turn investors’ interest in its mining 
assets - which include gold, platinum, 
coal, diamonds, nickel and chrome - 
into producing projects. 

“Areas such as chrome are viewed 
as attractive, while the large investors 
are seeking gold projects. But there 
are always worries over the mining fee 
regime and the ease of doing business, 
which they feel can be improved 
through a restoration of certainty in 
the legislative framework,” the fund 
manager said. ■ 
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SPOTLIGHT 


Play in the workplace 

BY MANDY DE WAAL 

Global economic rock star, Nouriel Roubini, who accurately predicted the US housing market bubble 
in 2008, forecast more pain for South Africa and other emerging markets in the latter half of 2015. 
Given such a bleak economic environment, keeping employees happy could become more difficult 
than ever. Elaine Rumboll, managing director of The Greative Leadership Gonsultancy, says she’s got 
the answer. 


W ith Nouriel Roubini s 
bleak predictions for 
SA, added to the 
current environment of 
low economic growth, rising 
unemployment and ongoing electricity 
constraints, the business of managing 
businesses has become more serious than 
ever. But Elaine Rumboll, managing 
director of The Creative Leadership 
Consultancy, says SAs corporate crisis of 
seriousness won’t necessarily elicit a good, 
or better, response to the challenges 


industry faces. “‘Over-seriousness’ is a 
response to an environment that is highly 
complex and constantly changeable. 

“Old management practice teaches us 
that control and command are appropriate 
leadership styles.” Rumboll explains that 
while these may have been effective in 
markets where behaviour and outcomes 
are predictable, a new response is needed 
when the rate of change is happening 
faster than we can respond to. 

“Our intuitive response is to try and 
match the speed of our environment. 


This must-go-faster ‘drivenness’ sits at 
the heart of this current over- seriousness. 
It results in us working longer hours, 
taking shorter breaks and multi-tasking 
more in an attempt to mimic a feeling of 
being in control,” says Rumboll. 

An internationally accredited Master 
Lego Serious Play practitioner, Rumboll 
says the must-go-faster response 
results instead in feelings of burnout, 
disengagement and cynicism. “Our 
mental and physical health suffers and 
our relationships with others get eroded. 



An internationally accredited Master Lego Serious Play practitioner, Elaine 
Rumboll, believes SA business is caught in a crisis of “over-seriousness”. 


Research shows that playing can 
change connections of neurons 
in the brain. This could in turn 
result i^ creative solutions to 
problems. 


FINWEEK 23 JULY 2015 21 



SPOTLIGHT 



r>iHa 


Le^of^^^^^uildin^ briclc, is feed t^TsiidwJhgtfltfnetimesJIftfb jst ideas 


Lego, the toy building^bricTc, is cfsed tjjshow th|fg5TffnetimesJffg^best idea 
can’t be expressed wTth words <?r ev^ft*pic(lfflsf(put need tiffi?built to be 


understood. c\ / 




[Playful leaders build a better connected team. T nisns^critica l given that 
■Gallup says a staggering 87% of employees wo flS^ae^rbVi^rbh gaged 
^t work. ^ 


In short, I think over-seriousness is 
a response to feeling overwhelmed 
by an environment that is no longer 
controllable, because we are using the 
wrong mechanism to lead in it,” she says. 

The mechanism business should be 
using, Rumboll says emphatically, is 
play “We know the importance of play in 
animals - rats that play have bigger brains 
and are better at decision-making; wolves 
play to understand their current and 
potential roles in a pack; kittens deprived 
of play are incapable of socialising,” she 
explains. 

And it is not just animals that benefit 
from play. Humans, of course, gain 
considerably. “The experience of play 
changes the connections of the neurons 
at the front end of your brain,” Sergio 
Pellis, a researcher at the University of 
Lethbridge in Alberta, Canada, told US 
national public radio network, NPR. 
“And without play experience, those 
neurons aren’t changed,” he said. These 
changes help wire that part of the brain 


that plays a significant 
role in solving problems, 
regulating emotions and 
making plans. 

The big question to ask then 
is, if play is so powerful, why is it so 
excluded from the world of work? And, 
what happens if we disrupt this myth and 
bring play into business? 

But first let s define what is meant by 
this concept. “Play is the state of being 
in the moment, of being in a state of 
emergence, of being comfortable with 
allowing things to unfold,” explains 
Rumboll. “You cannot predict the 
outcome in play, you can only embrace 
the process you are in. The opposite of 
play is not work; the opposite of play is 
depression.” A powerful statement that 
hints at the sacrifice of excluding play 
from life and work. 

What happens to our minds and bodies 
when we play? “Dopamine is released - 
the main reward neurotransmitter in the 
brain. Heightened creativity and self- 


“THE OPPOSITE OF 
PLAY IS NOT WORK; 
THE OPPOSITE 
OF PLAY IS 

DEPRESSION 


confidence have also been evidenced 
as a result of play,” says Rumboll. A 
neurotransmitter, dopamine helps to 
control the reward and pleasure centres 
in the brain. “Dopamine also helps 
regulate movement and emotional 
responses, and it enables us not only to 
see rewards, but to take action to move 
toward them,” according to Psychology 
Today. 

In 2010, researchers at Northwestern 
University in Illinois, USA, discovered 
that if people watched a short comedy 
routine, they would be more likely to 
solve puzzles “with sudden insight”. 
Instead of sweating over a fun 
conundrum, the subjects in the survey 
would solve the puzzles in a flash. 

So what happens when people play 
at work? “Playful leaders build 
better connected teams 
- this is huge,” says 
Rumboll, who points to 
research on employee 
disengagement 
and what this costs 
business. A global 
poll by Gallup showed 
that a staggering 87% 
of employees worldwide 
aren’t engaged at work, 
with a potential cost of as much 
as $300bn (R3.7tr) in lost productivity. 
“There can be no greater rationale for 
the importance of play,” says Rumboll. 

Asked what regular play does for 
people, Rumboll says the fruits are 
deeper emotional maturity, better 
decision-making, increased creativity, 
individual self expression, innovation, 
heightened energy, greater self- 
confidence, accepting failure with a 
sense of dignity as well as gaining a 
sense of purpose and mastery. 

How do you start playing? “Just pick 
an activity involving a playful element 
that you like and do it. Don’t think about 
playing, just start.” 

Now that you know what you know 
about play, there’s no better incentive for 
you to play. Just do it. Play. ■ 
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Editorial introduction 


S outh Africa is at the forefront of emerging 
market asset management, with eight 
firms in the Towers Watson Global Top 
500 survey of asset managers. This compares 
with nine in Brazil, eight in China, five in 
India and none in Russia - an outstanding 
performance, considering the Brie countries 
together contribute 20% of the world s GDR 
The industry plays a critical role as an 
allocator of capital by mobilising it to fund 
future projects and providing solutions 
to meet its clients’ needs. A number of 
critical developments have allowed the asset 
management industry in SA to become a 
globally competitive business and thrive. A 
well-structured, formalised savings sector, 
driven initially by life insurers, pension 
funds and unit trusts - and underpinned by 
a sophisticated capital market - played an 
important part. A strong regulatory backbone 
created an environment that fostered innovation 
and growth. 


In the summer 2013 edition, we tackled the 
evolution of SA asset management, tracing 
its journey over nearly four decades to it 
becoming the highly professional industry it 
is today. This winter 2015 edition continues 
that conversation, with excellent local and 
international contributions that will deepen 
readers’ understanding of what it takes to 
manage money. The themes range from 
the people you will meet in investment 
management, the best places to hone your 
skills, the benefits and drawbacks of the 
different business models you will find, and 
what it takes to achieve success. 

We start with a historical piece. Lessons 
from the 18th century^ by Ainsley To of Credo 
Wealth, which traces the origins of mutual 
funds (known as unit trusts or collective 
investment schemes in SA). This financial 
innovation allowed ordinary citizens to pool 
and invest savings in a transparent, cost- 
effective investment vehicle. 

An ''out of the boxferspective imagines an 
asset management firm represented by a 
three-dimensional cube that captures process, 
knowledge and experience. Combined with 
visionary leadership, Bruce Simpson of Sanlam 
sums up the factors critical to the success of 
the niche owner-managed firm or the large 
institution. 

Asset management is a talent business and, 
like professional sport, you need top talent. Jim 
Ware, founder of Focus Consulting Group 
and author of several books on investment 
leadership, looks at the traits of highly talented 
individuals and what drives them. 

For the individual considering a career in 
asset management, Claire Rentzke of 27four 
compares the experience one gains working in 
a small, growing investment firm (boutique), 
and a large institution, and concludes that the 
best fit hinges on one’s personality. 

Then Anne Cabot-Alletzhauser curates 
a collection of thoughts from five industry 
notables who share gems of wisdom from 


Please send any feedback and suggestions to cabota@aforbes.co.za. 


Finweek publishes Collective Insight quarterly on behalf of the South African investment community. The views expressed 
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Lessons fronn 

the 18 th century 


the rich seam of their collective 
experience. 

They reveal what it takes to excel as 
an individual investor, as a team and 
as a firm. From investment risk-taking 
and the culture of the firm that allows 
investment professionals to flourish, to 
what sets firms apart when it comes to 
building trust and client confidence - 
they discuss the important attributes 
of winners. A must-read. 

Our penultimate piece. Who calls 
the shots?, by Deon Gouws at Credo 
Wealth, delves into the unseen stress 
in the boardroom when firms face 
underperformance and inevitably 
have to deal with whose fault it is and 
how to fix it, perhaps by changing the 
investment philosophy. 

Having the right people around 
the boardroom table - individuals 
with an understanding of asset 
management firms and the vagaries 
of market cycles - is often a key 
determinant of success. Independent, 
owner-managed firms seem to fare 
better with boards dominated by 
investment professionals. It is perhaps 
not surprising to see independent asset 
management firms on the ascendancy 
when one looks at the top 20 firms 
across the globe. 

And last but not least, a witty, first- 
person account by Rowan Williams- 
Short of Vunani titled invigorating 
career, if you have fortitude. This piece 
describes a captivating world filled 
with incredible highs and lows - 
the roiling markets, currencies and 
unfathomable politics, which are 
a few of the challenges investment 
professionals have to grapple with 
every day. 

In the end, the way firms remain 
relevant in a changing marketplace 
with shifting client expectations, 
while providing value for money, will 
be the key to their success. 

So do you still want to be an asset 
manager? ■ 


I n July of 1774, a Dutch merchant, 
Adriaan van Ketwich, got a group 
of investors together to create what 
became the world’s first mutual 
fund, Eendragt Maakt Magt (which 
we’ll abbreviate to EMM). EMM was a 
closed-ended vehicle with a mandate to 
invest in a diversified portfolio of foreign 
bonds and colonial plantation loans. 

Two hundred and forty years on, 
technological and financial sophistication 
has advanced by leaps and bounds. But 
from an investor’s perspective, what real 
progress have modern asset managers 
made since the world’s first mutual fund 
was formed in Amsterdam? 

TRUE INNOVATION 
“Eendragt Maakt Magt” translates 
into Unity Creates Strength. The strict 
diversification requirements of the 
fund fulfilled an unmet desire from 
investors to pool their capital so they 
could diversify their risk. Van Ketwich 
was an entrepreneur fulfilling a genuine 
need from investors for diversification, 
something they had been lacking 
following the financial crisis of the two 
preceding years. 

According to the Investment Company 
Institute (ICI), there were more than 
16 000 investment companies in the US 
alone as of the end of 2014h You would 
think the last thing investors need is 
another fund to choose from... and yet 
over 500 new funds have been opened 
each year for the past 10 years. Are there 
really 500 unique innovations each year 
that improve on what is already on offer 
for investors? As the saying goes: “In 
physics, we have three laws that predict 
99% of outcomes, but in investing we 
have 99 laws that end up predicting 3% 


of outcomes.” 

SETTING EXPECTATIONS 
There was a spirit of transparency in the 
structure of EMM. Van Ketwich, who 
formed and administered the trust, was 
not to be involved in the daily investment 
decisions to avoid conflict of interest. 
The fund also published all its holdings 
in its share documentation, providing full 
transparency to investors. 

PARTS OF THE INDUSTRY 
HAVE DEVELOPED 
PURELY TO REPACKAGE 
COMPLEXITY AND 
OPACITY AS REAL 
INNOVATION, TO EXPLOIT 
FINANCIAL ILLITERACY. 


And specifically in terms of 
performance expectations, EMM’s 
prospectus promised to pay a statutory 4% 
annual dividend. To entice investors, there 
was additional potential upside through 
a share buyback scheme, in which the 
fund would use excess interest income 
to purchase shares at a 15% premium. 
But what is most interesting is that these 
buybacks would be based on a lottery that 
selected shareholders at random. While 
the buyback scheme was a clever piece 
of marketing to raise assets, the outcome 
was explicitly random. It was set up as a 
lottery, and it fully acknowledged that the 
future return for investors would largely 
be determined by luck. 

According to a 2014 State Street survey, 
only 42% of investment professionals 
believe alpha comes from skill and not 
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luck^. Yet today most asset managers 
use past performance to set future return 
expectations for potential investors. 
Track records are vigorously trumpeted 
as if they carry some sort of meaning, 
despite the plethora of studies suggesting 
there is no evidence for persistence in past 
performance - if anything, one might 
observe that, on average, the returns in 
mutual funds have a tendency to revert to 
the mean. As with the tobacco industry, 
asset managers have become adept at 
giving customers what they want, even if 
that s at odds with what they need. 

INVESTOR RETURNS VS 
INVESTMENT RETURNS 
A lot has changed since the 18th century, 
but one fundamental law of investing is 
still the same: “Gross Return - Costs = 
Net Return.” Investors keep what they 
don’t pay for in fees. 

EMM s prospectus had a stated 0.2% 
management fee, one twentieth of the 
4% statutory dividend payments. In 
other words, the fund s fees were 5% as a 
proportion of the pre-tax return (excluding 
the buybacks). After two and a half 
centuries, the picture looks dramatically 
different for modern-day investors. With 
the average expense ratio for bond funds 
at 0.61%^ and the yield to worst on the 
Barclays Global Aggregate index sitting 


at around 1.7%, the proportion of return 
kept by investors has fallen dramatically. 
More disturbingly, for the vast majority 
of underperforming active funds whose 
value proposition is excess returns above 
a benchmark, managers are keeping over 
100% of their “value added”. 

PROGRESS OR REGRESS? 

Van Ketwich originally raised Im Dutch 
guilders for EMM, which is about 
$23m (R286m) using todays gold price 
(assuming a gold content of 0.6g per 
guilder). In 2014, Boston Consulting 
Group estimated the global assets 
under management (AuM) of the asset 
management industry at $68tr (R845tr), 
with profits of more than $90bn (Rl.ltr). 
Investors have more product choice with 
more data and more financial media to 
consume than ever before. 

But with higher AuM and larger 
volumes of products come new challenges 
and areas for improvement. Parts of 
the industry have developed purely to 
repackage complexity and opacity as real 
innovation, to exploit financial illiteracy 
and promote their speculation as science, 
and to take a larger portion of investors’ 
returns for their hard work in these 
endeavours. 

So you want to be an asset manager? 
If you can provide a service beyond that 



AINSLEY TO 

MULTI-ASSET ANALYST, 

CREDO WEALTH 

To is an analyst for the multi-asset team 
at Credo Wealth, undertaking cross-asset 
research in asset allocation, as well as fund 
selection. Before Credo, he worked at 
Stamford Associates, Fidelity and Bloomberg. 
He has been a CFA charterholder since 2014. 


which is available already, with a fully 
transparent process and a fee structure 
that passes on the majority share of returns 
to investors, while you separate candidly 
the roles played by luck and skill in the 
potential outcomes. . . you might just end 
up being one of the best asset managers 
since the 18th century. ■ 

SOURCES: 

' Investment Company Fact Book 2015, Investment Company 
Institute 

^ The Folklore of Finance, State Street Centre for Applied 
Research Survey Analysis 2014 

^On an asset-weighted basis, taken from Id’s Investment 
Company Fact Book 2015 

The Origins of Mutual Funds (K Geert Rouwenhorst, 2004) 


Our 'risk first' approach 
puts risk last on your mind. 

With rigorous consistency and a built-in margin of safety rooted 
in all our investment decisions, we put risk first when it comes 
to managing your money. 


For more information, caii 0800 600 168, 

emaii psgassetmanagement@psg.co.za or visit psg.co.za 



PSG Asset Management 


Collective investment schemes in securities (CIS) are generally medium- to long-term investments. The value ot participatory interests (units) may go down as well as up and past pertormance is not a guide to tuture 
performance. CIS are traded at ruling prices and can engage in borrowing and scrip lending. A tund ot funds is a portfolio that invests in portfolios of collective investment schemes, which levy their own charges, which could 
result in a higher fee structure for these portfolios. A feeder fund is a portfolio that, opart from assets in liquid form, consists solely of participatory interests in a single portfolio of a collective investment scheme. Fluctuations or 
movements in the exchange rotes may cause the value of underlying international investments to go up or down. The manager does not guarantee capital or any return on a portfolio. A schedule of fees and charges and 
maximum cammissians is available an request tram PSG Callective Investments Limited. Cammissian and incentives may be paid and if sa, are included in the cverall casts. Farward pricing is used. The pcrtfclics may be capped 
at any time in arder far them ta be managed in accardance with their mandate. Different classes at participatary interest can apply ta the partfalias and are subject tc different fees and charges. PSG Callective Investments 
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An ‘out of the box’ perspective 


I would not go so far as to say that successful asset 
managers are “special people”, but I have often 
heard them referred to as being able to think “out 
of the box”. This got me thinking. What exactly 
does that mean, thinking “out of the box”? I decided 
to examine the constructs of a box. It begins as a one- 
dimensional construct referred to as an interval; a second 
dimension is added and it s then called a square. Lastly, a 
third dimension is added and it is called a cube or “box”. 
So what lies outside the box? 

The smart people have determined that there is in 
fact a fourth dimension and if this is added to the cube 
we have what is referred to as a tesseract. I am not even 
going to pretend I understand this, but it led me to the 
conclusion that there is in fact such a place as “outside 
the box” and someone a lot smarter than I had burnt 
a lot of grey matter to prove it. So how could this be 
relevant to managing money? 


IMAGINE A THREE- 
DIMENSIONAL CUBE 
REPRESENTING AN ASSET 
MANAGER BUSINESS. 


1. PROCESS 

This is the first and basic construct of 
managing money and forms the first 
dimension of the box: the interval. Here 
you need a clearly defined objective. 
You need to know the parameters you 
will operate within and the boundaries 
of your investable universe. 

Not even the best managers on the 
planet have the capacity to successfully 
cover all the possible options in the 
global investable universe. 

Lastly, you will need to know how 
you are going to view the investable 
universe you are planning to operate 
within and develop a disciplined 
approach to managing the prevalent 
risks associated with this universe. There 
are no rules on how to approach this, 
but a good starting point is to clearly 
understand your personal risk appetite 
as it’s going to get tested many times 
over your career. 


AT THE TOP YOU NEED 
EXPERIENCE; THIS IS 
NON-NEGOTIABLE, 
COUPLED WITH A 
TRIED AND TESTED 
INVESTMENT 
PROCESS. 



2. KNOWLEDGE AND INFORMATION 

The second construct or dimension is knowledge and information, called the 
square. This construct is both internal and external. The internal dimension would 
be your training. What you have studied, i.e. do you have a mathematical or a 
fundamental background? I am not saying you have to be well-qualified to be 
successful, but an honours or master’s degree in mathematics or finance is more 
likely to get you hired these days. 

In this category I would also include how you process information. If you have a 
keen eye for detail, it may be a good idea to start out targeting a research role. If 
you are able to process information and act quickly, then target a role in execution 
such as on a trading desk. 

The external part of this construct is access to information. Having access to 
reliable information is critical to developing a successful investment process. In 
the world of asset management, it’s not time = money but rather information = 
money. The size of an organisation does not necessarily determine the quality of 
information it receives, or the speed at which it is received (never mind the speed 
at which it processes this information). However, if an organisation is a boutique, it 
needs to ensure its information flow is competitive for the space in which it operates. 
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3. EXPERIENCE 

This is the third construct and dimension that completes the 
box, forming the cube. There is no substitute for experience; it 
is the glue that binds all the elements of the first two constructs 
together. It’s one thing to get fast, reliable information, but how 
do we process it? Simply put, experience is bringing to life your 
investment process. 

The realm of financial markets is continuously changing and 
evolving. It’s only over time that you will be able to develop a 
sense of how you can exploit this state of flux to the benefit of 
your clients and then yourself. Because of this, you will require 
both patience and curiosity. Patience, because you may have 
to wait for opportunity due to your age. This is a good skill to 
develop, though, as knowing when to act is a large component 
of successful money management. You need curiosity because 
you will need to be constantly on the lookout for opportunity 
and be prepared to try things even if you get your fingers burnt 
occasionally. 

So now we have the three-dimensional box. 


BUT HOW DOES ALL OF THIS FIT TOGETHER 
TO FORM THE CONSTRUCT OF A SUCCESSFUL 
ORGANISATION OR TEAM? 


It’s not overly important if the organisation is a large firm or a 
boutique but the structure of the teams (groups of investment 
professionals) and the alignment of clients’ and managers’ interests 
are critical for the long-term sustainability of performance. 

At the top you need experience; this is non-negotiable, coupled 
with a tried and tested investment process. Beneath them you 
need the energy of youth. I am not sure people always grasp 
the importance of this. The energy, hunger and diversity of 
perspective that youth brings to a team or a process is tangible and 
needs to be openly embraced. All too often, we forget that skills 
transfer, knowledge and understanding of existing or potential 
clients’ needs to flow in both directions on the age continuum. 
You just need to look at the development and distribution of 
technology to see this in action. 

Overlay this with an added dimension - vision - and you have 
a future-fit asset manager for tomorrow. 



BRUCE SIMPSON 

CEO, SANLAM ALTERNATIVE INVESTMENTS 
His role involves the management and oversight 
of the business, including risk management, while 
helping managers outperform the benchmarks 
within their mandates. He is also responsible 
for ensuring that clients are protected from 
adverse downside risks and that no mandates are 
breached. He coordinates all linkages between the 
alternative solutions business, the greater Sanlam 
and the broader hedge fund community. Simpson 
is also a practising hedge fund manager and runs 
his own fund. 


4. VISION 


This is the final construct and fourth dimension; the one that allows good managers (or teams of managers) to become 
great and think out the box; the one that takes asset managers to the next level. This manifests itself in many ways. It could 
be a leader’s ability to motivate, an organisation’s ability to align the interests of the client with the manager, a manager’s 
ability to know when to be contrarian or a young person’s ability to see the holes in an existing investment process. How it 
manifests itself is not important. What is, is to embrace it when we see it. So often the first three constructs stifle construct 
four and keep us trapped firmly in the box. It is the vision that sets us free. ■ 
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The people you’ll meet 
in the investment world 


A sset management is a talent 
business. In professional 
sports, you won’t win the 
World Cup with average 
players. The same goes for asset 
management - your investment firm 
won’t be world-class without top talent. 
Teamwork is important, but teamwork 
cannot make up for average abilities. So, 
what kinds of people populate successful 
investment firms? 

We’ve used the original descriptions 
from Rob Coffee and Gareth Jones’s book 
Clever: Leading Your Smartest^ Most Creative 
People and then provided our comments on 
how these apply in the investment world. 

As you read them, see if you can relate 
to the traits of these people. Or, if in fact, 
you are one of these people! 

1 . CLEVERNESS IS CENTRAL TO 
THEIR IDENTITY. 

They are their work. Their passion for their 
work defines them, and they identify with 
their craft, not the firm. They are driven 
and often perfectionistic about their work. 
They want to get it just right. They don’t 
like relying on others, so they tend to be 
poor team players. They want to believe 
that their own cleverness can get the job 
done. Sometimes their independence 
creates hostility towards the firm, 
mgaeand false^We see this very often with 
star analysts or portfolio managers. They 
love their work, want to win, and don’t 
suffer fools lightly. Their chief loyalty is 
to the investment craft. They are always 
prepared to leave and join another firm or 
start their own shop. However, some star 
investors are quite loyal and do identify 
with their firm. Oftentimes, the founder of 
the firm is the star portfolio manager and 
is completely loyal to the firm he started. 


2 . THEIR SKILLS ARE NOT 
EASILY REPLICATED. 

The knowledge of clever people is tacit. It 
is embedded in them. A great deal of their 
cleverness resides not in what they know 
but who they know and how they know it. 
Jncleed.* This is one of the dirty little 
secrets in the investment world. Many 
investment processes cannof be 
replicated because they rely on one 
clever person. Bigger organisations may 
have enough quality bench strength to 
fill in. But many firms have investment 
teams of five people: one seriously clever 
person, with four analysts helping with 
research. It is often the case that none 
of the four researchers could replace the 
star portfolio manager. 

3 . THEY KNOW THEIR WORTH. 
This point follows from number 2. If 
the clever person is truly talented, then 
chances are they know that their skills 
are unique. And this is a challenge for 
leaders: “confident in their own worth 
and ability, clever people exert pressure 
on their leaders. Their scepticism about 
the value of leadership puts pressure on 
leaders to demonstrate their worth.” 

True. Which is why leading clever people 
in investment firms is challenging. And 
why compensation negotiations can be 
so difficult. (Clever people will always 
debate what they are worth. And skilfully. 
This requires skilful mediation about what 
fair compensation means. You must get 
the clever person to buy in.) 

4 - THEY ASK DIFFICULT 
QUESTIONS. 

They are passionate and willing to 
debate. In fact, many CEOs consider 
this a prerequisite for clever “status”. You 


must be willing to defend your ideas. 
Challenging assumptions and cherished 
beliefs is what makes clever people so 
valuable. 

KsPecialllf in the investment worldJ 

This point is amplified by the nature of 
markets: in order to win, you must see 
things differently from the rest of the 
world. You must be willing to challenge 
conventional views. The leader’s role is to 
live with the discomfort that accompanies 
this dissident thinking. And to appreciate 
it. Despite their challenging personalities, 
clever people want to be valued for their 
contributions. Their egos need stroking, 
even though they deny it! 

IN ORDER TO WIN, 

YOU MfySTSEE THINGS 
DIFFERENTLY FROM 
THE REST OF THE 
WORLD. YOU MUST BE 
WILLING TO CHALLENGE 
CONVENTIONAL VIEWS. 

5 . THEY ARE 

ORGANISATIONALLY SAVVY. 
They are expert gamers. They typically 
don’t like politics, but when their hands 
are forced, they are clever and can play 
with the best of them. 

■I initial thoujht was] “no, most clever 
investment people are rather naive about 
office politics’’. But as I inventoried the 
many clever people we’ve worked with, 

I realised they are good politicians 
when they need to be. Especially in 
the investment world because they 
understand trade-offs. And they 
understand game theory. 
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HOW MUCH IS ENOUGH TO GIVE YOUR DAUGHTER A DREAM 

WEDDING & STILL GROW YOUR INVESTMENTS LOGALLY & OFFSHORE? 


Let Old Mutual Investment Group deliver on your ^enough^ by putting its 1 70 years of investment expertise to work 

The rand's performance is up today, down tomorrow, but one thing that doesn't change - your dreams and goals. Whatever the rand does, 
what you really need to know is how many rands invested is enough for your lifestyle, today and tomorrow. 

How much is enough? At Old Mutual, we'll help you work out exactly how much is enough for you. Then Old Mutual Investment Oroup provides 
the investment solutions to deliver on those goals. Solutions like the Old Mutual Olobol Equity Fund - o consistent top quortile performer over all 
periods and since inception*. Speak to your Financial Adviser today about how this fund con help ensure you hove enough to do great things. 

Call 0860 INVEST (468378) or visit vYww.howmuchisenough.co.za 
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OLDMUTUAL 

INVESTMENT GROUP 


* Global General Equity category. Source: Morningstar as at 30 June 2015. Inception date 1 995. 

Disclaimer: The Retail class is the most expensive class offered by the Manager. The actual highest and lowest 1 2-month return figures during the 20year period to June 2015 are 75 . 0 % (highest) and -40.3% (lowest). Past performance is not on 
indication of future performance. Unit trusts are generally medium- to long-term investments. Shorter-term fluctuations can occur as your investment moves in line with the markets. Fluctuations or movements in exchange rates may cause the value of 
underlying international investments to go up or down. Unit trusts can engage in borrowing ond scrip lending. Fund voluotions take place on a daily basis ot approximately 1 5h00 on o forward pricing basis. The fund's TER reflects the percentage of the 
average Net Asset Value of the portfolio that was incurred as charges, levies and fees related to the management of the portfolio. A schedule of fees is available from Old Mutual Unit Trusts Ltd, an approved Collective Investment Scheme in Securities. 
Old Mutual Investment Group (Pty) Ltd (FSP 604) is a Licensed Financial Services Provider. For more information please refer to the Fund's Minimum Disclosure Document (MDD), www.omut.co.za. 
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6 - THEY DONT LIKE 
HIERARCHY AND DONT WANT 
TO BE LED. 

If there is one thing that defines clever 
people it is that they don’t want to be 
led, and they are absolutely certain they 
don’t want to be managed! They have an 
undisguised disdain for organisational 
hierarchy as captured in the organisational 
chart. They don’t give a hoot about titles. 
You’ve got to influence them through your 
skill and knowledge. At the end of the day, 
they are a “show me” group. Smart leaders 
know that you cannot lead these clever 
people, the best you can do is guide them 
- gently - in the desired direction. They are 
likely to be motivated by factors other than 
money and power. 

Not entirelVij Money is a yardstick for 
them. And star portfolio managers seem 
acutely aware of what “winning” and 
“losing” compensation packages look 
like. Performing well and then getting 
a big bonus is the equivalent of scoring 
a touchdown and then spiking the ball 
in the end zone. If you deprive portfolio 
managers of their victory dance and 
spike, they don’t like it. After all, it is a 
money industry, so the generic rules for 
clever people - about money - are a little 
different in the investment arena. Money 
matters as a metric of success. As to being 
led, the advice absolutely applies: don’t 
make the mistake of thinking investment 
professionals will gladly salute and carry 
out orders. They would more likely give 
you the one-finger salute than carry out 
your orders. This is where skill is required 
from investment leaders; they must know 
how to lead through influence, not orders. 

7 - THEY EXPECT 
INSTANT ACCESS. 

Clever people are very absorbed in their 
own thinking, so when they have a great 
idea they want it taken into consideration 
immediately. Clever people have low 
boredom thresholds. Very low. They tend 
to hate needless meetings. They are very 
conscious of the value of their time. 
Absolutely tru¥^ Fortunately for 


portfolio managers, they often get to act 
immediately on their ideas, which is very 
gratifying. Unfortunately for analysts, 
they often do not get to act on their ideas 
immediately and end up frustrated. CIOs 
and portfolio managers need to keep this 
in mind as they manage a research team. 
These people consider themselves clever, 
and want to play by the same rules other 
clever people enjoy. Smart CIOs and 
portfolio managers will give them as much 
freedom and access as they can. 

8 - THEY WANT TO BE 
CONNECTED TO OTHER 
CLEVER PEOPLE. 

Clever people need other clever people in 
order to achieve full potential. Even the 
most self-absorbed portfolio managers will 
acknowledge that they need good ideas and 
good research to win. Clever people need 
others; they need organisations to plug 
into. Clever people enjoy networking with 
like-minded or like-qualified individuals. 
For clever people, networking is not a 
social nicety but a source of perpetual 
improvement and bright ideas. 

E? and noJ Certainly portfolio managers 
and analysts have their sources for good 
ideas. Some internal, some external. 
One of the major subjects that occupies 
large global firms is: How do we get our 
bright people talking to one another, so 
as to get some synergies? There is one 
firm that leads the pack in this respect. 
How? It developed a very user-friendly 
intranet that allows its employees to share 
investment research. This firm cited many 
examples of investment triumphs via this 
rich exchange of ideas. For most firms, 
though, it is hit or miss. 

9. THEY WONT THANK YOU. 
“There’s a part of me, a slightly dark part of 
me, that thinks these clever people wouldn’t 
recognise management or leadership if you 
hit them in the face with it,” one frustrated 
leader confided. (Sound familiar?) This 
may be true, but it gets to the heart of the 
challenge. Clever people might respond 
that leaders wouldn’t easily recognise 



JAMES WARE 

FOUNDER, FOCUS CONSULTING GROUP 
Focus Consulting Group is a firm dedicated 
to helping investment leaders leverage their 
talent. Ware, CFA, is also a highly acclaimed 
industry author and international speaker on 
the subjects of investment leadership, culture 
and building high performing teams. A frequent 
keynote speaker at the CFA Institute, Mutual 
Fund Educational Alliance, Investment Adviser 
Association, US Institute and other major 
industry conferences. Ware is recognised 
for his insightful, inspiring and entertaining 
presentations. 


great science, a world-changing computer 
programme, or even an innovative new 
coffee machine if it was thrust before them. 
As Coffee and Jones say, “you know you’re 
a success when you hear the clever people 
say you’re not getting in the way too much”. 
SiisWrt made us smil^, For years we’ve 
been saying that the investment industry 
suffers from ADD: Appreciation Deficit 
Disorder. Despite research coming out in 
neuroscience around the brain and being 
appreciated, few investment leaders or 
practitioners have changed their behaviour. 
When we ask CIOs why they are stingy with 
their praise, we get responses like: “Well, 
we pay them don’t we?!” or “If we praise 
them, they’ll ask for more money.” And our 
favourite one: “If we praise them, they’ll stop 
working so hard.” Those beliefs are wrong. 
Our experience - and the neuroscience - 
point in the opposite direction: appreciate 
and value your staff and they will work 
harder, demand less money, and be far 
more loyal. ■ 
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BROOF THAT WE'VE BEEN DOING 

THE RIGHT THINGS RIGHT, 

DAY AFTER DAY, 
MONTH AFTER MONTH. 


PRUDENTIAL BALANCED FUND 




1 YEAR 


3 YEARS 


5 YEARS 


7 YEARS 


10 YEARS 


ANNUALISED 

RETURN 

14.7% 

18.5% 

15.2% 


12.3% 


15.3% 


SINCE INCEPTION (1999) 1 5.6% 


CATEGORY AVERAGE 
RETURN* 

11.9% 

14.7% 

12.3% 


12 . 8 % 

13.6% 


OUTPERFORMANCE 


*ASISA SA Multi -Asset High Equity Category Annualised Return Average 


Source: Morningstar 


To benefit from our consistent investment performance, 
contact our Client Services team on 0860 105 775, 
speak to your Financial Adviser or visit: 

prudential.co.za 


PRUDENTIAL 

INVESTMENT MANAGERS 


Source: Morningstar data for periods ending 31 May 2015 in the relevant ASISA categories. Prudential Portfolio Managers Unit Trusts Ltd (Registration number: 
1999/0524/06) is an approved CISCA management company (#29). Assets are managed by Prudential Investment Managers (South Africa) (Pty) Ltd, which is an 
approved discretionary Financial Services Provider (#45199). Collective Investment Schemes (unit trusts) are generally medium to long-term investments. The value 
of participatory interest (units) may go down as well as up. Past performance is not necessarily a guide to the future and the Manager provides no capital or return 
guarantees. Unit trust prices are calculated on a net asset value basis, which for money market funds is the total book value of all assets in the portfolio divided by the 
number of units in issue. Fluctuations or movements in exchange rates may also be the cause of the value of underlying international investments going up or down 
Unit trusts can engage in borrowing and scrip lending Unit trusts are traded at ruling prices. Commissions and incentives may be paid and if so, would be included 
in the overall costs. Different classes of units apply to the Prudential Collective Investment Scheme Funds and are subject to different fees and charges. A detailed 
schedule of fees and charges and maximum commissions is available on request from the company. Forward pricing is used. All of the unit trusts may be capped at any 
time in order for them to be managed in accordance with their mandates. Performance figures are sourced from Morningstar and are based on lump sum investments 
using NAV prices with gross income reinvested. Purchase and repurchase requests must be received by the Manager by 1 3h30 (1 1 h30 for Money Market and 1 0h30 
for Dividend Income Funds) SA time each business day. All online purchase and repurchase transactions must be received by the Manager by 10h30 (for all Funds) 
SA time each business day. General market performance data may have been provided for illustrative and explanatory purposes. This information is not intended to 
constitute the basis for any specific investment decision. Investors are advised to familiarize themselves with the unique risks pertaining to their investment choices 
and should seek the advice of a properly qualified financial consultant or adviser before investing. 
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The best training grounds 


S o where do you get to build 
the best experience, in a large 
asset management firm or in a 
boutique asset manager? The 
answer will probably depend solely on 
you as a person, what your ambition is 
and what your expectations are. There 


are pros and cons to each side and, as 
is usually the case, what you get out is 
perfectly correlated to the effort you 
put in. 

As there are pro and cons to investing 
with a boutique manager relative to a large 
institution, the same double-edged sword 


exists in selecting the training ground 
for your career in financial services. 
Ultimately different personalities will be 
suited to different environments and it is 
up to each individual to determine what 
their strengths and weaknesses are and 
decide which mould will fit them best. 


JOB PERFORMANCE 

LARGE INSTITUTION 

Job security and support in meeting performance targets 

BOUTIQUE 

No room for anyone not pulling their weight 

LEARNING CURVE 

Gentle 

Steep 

TRAINING 

• Established and crafted training programme 

• Graduate placement programmes 

• Large budget for additional training 

May be haphazard in nature 

JOB SECURITY 

• Secure income stream 

• No single client risk 

• Boutiques and especially start-ups can face 
very real client risk, jeopardising the ability of the 
business to remain a going concern 

• ‘Sink or swim’ environment 

SUPPORT STRUCTURES 

• Marketing team 

• Business development team 

• Administration team 

• Great office space 

On any given day, you will probably perform a 
host of these functions - marketing, business 
development and administration - yourself 

FOCUS 

Focus on the job at hand 

You will acquire and perfect the skills of multitasking. 
There will be no one to take your place when you take 
leave but you also won’t need to fill in a leave form 
in triplicate 

OPPORTUNITIES 

Limited to the job at hand and the availability of 
opportunities elsewhere in the organisation 
through an application process 

• Harder to come by. But with boutique managers 
needing to have Rlbn in assets under management 
for each investment professional they recruit, 

and tending to restrict the growth in their assets 
under management to remain at the boutique 
level, it creates the opportunity for each investment 
professional to have a huge range of exposure to many 
opportunities 

• An opportunity to thrive and to learn skills, not only 
in your chosen role but in business in general 

LEVEL OF RESPONSIBILITY 

Increasing gradually 

High from day one 

CAREER PATH 

• Well mapped out 

• Within a big organisation, many different 
positions exist and it may be easier to change jobs 

• Your own destiny 

• Smaller team and organisation may mean you hit a 
ceiling until someone else moves on 



CLAIRE RENTZKE 

27FOUR, HEAD OF MANAGER RESEARCH 

Claire Rentzke’s fields of expertise include manager selection across asset classes locally, 
internationally and across Africa; asset allocation; risk management, asset/liability 
management and liability-driven investment. Prior to joining 27four, Rentzke worked at 
RisCura Solutions from March 2004, where she consulted to some of the largest retirement 
funds in South Africa. Before that, she worked for Citigate Financial Intelligence. She holds 
an honour’s degree in business science and is a CFA charterholder. 
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WHAT 
MATTERS 
MOST TO US 
IS YOUR 
FINANCIAL 
WELL-BEING 



RETIREMENT I INVESTMENT I LIFE I INSURANCE I HEALTH 


As a thought-leading financial services provider and award-winning retirement fund market leader, our 
sights are firmly set on what matters most to you and why. That’s what drives us to help you create, grow 
and protect your wealth and assets. 


So start your journey to securing your financial well-being today and give yourself peace of mind - 
now and into the future. 



www.alexanderforbes.co.za ALEXANDERFORBES 

Securing your financial well-being 


Alexander Forbes is a licensed financial services provider 


tbspFOUNTAINHEAD 34498 
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The must-have traits 

of an asset manager 



W e canvassed a number of top asset management professionals to ask for 
their wisdom on what it takes to be a successful asset manager. These five 
industry notables gave us their thoughts on the qualities you need to excel 
- not just as an individual but as an asset management company. 


HERMAN STEYN 

CEO, PRESCIENT GROUP 

So you want to be an asset manager? Ask yourself: 

► Do you have a well-developed instinct for risk? Making real investment returns requires 
taking some risk. You need to be comfortable that you’ve taken the right level of risk. 

► How’s your chess game? Investment success is based on having the right strategy, staying 
focused and the ability to think ahead. 

► Do you enjoy reading? Investment is about information, research and ideas. The pursuit 
of these can be a solitary process that’s not for everyone. But it’s an integral part of the 
investment decisions you make. 

► Fund managers need to separate investment decisions from other emotionally driven 
reactions to what’s happening in the world. They need to be able to compartmentalise 
the societal outcomes of an event from the financial consequences. 



HYWEL GEORGE 

DIRECTOR OF INVESTMENTS, OLD MUTUAL INVESTMENT GROUP 

Jim Ware, the US-based consultant who has done extensive research on what makes a successful 

asset manager (also see page 30), has pinpointed trust, curiosity, candour and accountability 

as the most important behavioural characteristics for an asset manager. But how do you ensure 

these qualities are brought to the fore? 

We believe there are four key elements to this: 

1 . Coherent teams - the whole exceeds the sum of the parts in bringing together individuals 
who are curious, self-confident, and possess strong intuitions. They need to be able to make 
decisions quickly and accurately - and then know how to stick with them even if they don’t 
pay off immediately. 

2 . Best-in-class research, focused on innovative idea generation, keeps portfolios fresh with 
strong, new stock positions which are constantly fighting for a place in the portfolio. As the 
analysts are rewarded only if their recommended stocks are actually included in an investment 
portfolio, customers are the ultimate beneficiaries of the quality of research and the resultant 
investment performance this generates. 

3 . Portfolio construction ultimately determines the success or failure of fund managers’ investment 
decisions. So a lot of emphasis needs to be placed on risk management - but here we are talking 
about a far more comprehensive oversight of risk factors if portfolio construction is going to 
drive outcomes effectively. 

4 . Clear incentives need to be completely aligned with client success over an appropriately long 
time frame. 

5 . A boutique model organised around the stronger operational resources and distribution 
backing of a larger financial services business provides the ideal structural model. This allows 
the boutique firm to operate as a business owner, in that it can build a level of cultural autonomy 
modelled on its own vision of success. At the same time, it can derive security in the depth, 
breadth and stability in resourcing that supports its operational requirements. 
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KHAYA GOBODO 

CO-STRATEGY LEADER, AERICA PUBLIC MARKETS - INVESTEC ASSET MANAGEMENT 


► The single, most important ingredient required to be 
successful as a fund manager is passion. The best 
managers I have had the privilege to observe and/or 
work with cannot imagine themselves doing anything 
else. This may sound cliched but it is an absolute truth. 
Everything else is important, but really, that’s just detail. 

► Your tertiary education need not necessarily be 
investment related. There is an element of creativity 
to your work as a fund manager - as long as this is 
complemented by some interest in a numeracy- 
related field. 

► It is irrelevant whether you join a large or a small 
firm - the more important thing is to look for the 
three elements that are integral to a great learning 
environment: 

• First, ensure the firm is about investment excellence, as 
opposed to favouring product distribution; 

• Secondly, you should identify and have the blessing 


of a mentor inside this organisation (or outside of it, if 
needs be). This is about gaining insight into what the 
right questions are, and attaining the technical skills to 
discover the appropriate answers; and 

• Thirdly, the best investment professionals are the ones 
who have taken their development and learning into 
their own hands. They are driven and widely read. They 
also engage with topics they want to learn more about 
and interrogate them. This unyielding enthusiasm to 
continue learning and growing is integral to excelling 
in this field. 

► It goes without saying that to do any of these well 
requires a high level of intellect and just plain, hard work. 
But being smart can sometimes be its own handicap. 
Extremely intelligent overachievers have often never 
failed at anything until they face “the market”. Even a 
good fund manager will fail, but it’s the resilience to get 
up and keep going that makes a great manager. 


ANET AHERN 

CEO. PSG ASSET MANAGEMENT 

► The ability to weigh a myriad of odds and see clearly through them lies at the heart 
of allocating upwards of 30 opportunities per fund. It is debatable whether this 
ability to weigh many odds is something you are born with or can be taught, but it 
clearly comes more naturally to some of us. 

► Fund managers need an environment that affords them the highest degree of focus 
and the fewest distractions. 

► It’s unlikely that you will get all the traits you need on one team - you need to 
maintain an honest audit of what you are missing as a team. 

► You have to be surrounded by people who have a common buy-in to the basic 
philosophy, process and foundation of your institution. 




DELPHINE GOVENDER 

CHIEF INVESTMENT OFFICER, PERPETUA INVESTMENTS MANAGERS 


Before you can work out how to achieve success as an 
asset manager, you first need to determine how you 
define success. 

Is it best performance record? Biggest in-flow of 
assets? Profitability? Number of industry awards? 
Most recognised brand? It turns out there is often little 
causality between these factors. 

Ironically, while each identifiable measure of success 
can be calculated objectively, determining overall 
success, it seems, is ultimately subjective. 

This is because the entire endeavour of asset 
management is essentially built on trust and hope. 
Does the asset management firm do enough to earn 
and maintain the confidence of clients and the investing 
public at large? 

And the harsh reality is that there is a strong element 
of luck at play - not just skill - in how outcomes are 
achieved. If success is purely defined by the objective 
assessment of one’s skill (determined by qualifications, 
years of investment experience, track record or even as 


manifested by one’s attained net wealth from the investing 
endeavour), then identifying such investors should be a 
relatively unequivocal exercise. But it often isn’t. 

Of all the sources of possible advantage, the ones 
that stand out are behaviour and emotional resilience. 
Keeping a level head when there is fear and greed 
requires pragmatism; filtering the noise from the 
fundamentals, seeing the big picture and sticking to your 
philosophy in times of extreme optimism and extreme 
pessimism. 

There are three key factors that would help an individual 
achieve this pragmatic approach: 

• Experience 

• Humility 

• A vital dose of passion 

But perhaps the most important attribute one wants 
to see in one’s asset managers is that they constantly 
remember the purpose of investing - to better their 
clients’ lives. Find an asset manager who understands 
that point clearly and you have a potential winner. ■ 
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Who 


should call the shots? 


E very year, actuarial and investment consulting 
firm, Towers Watson, publishes a research piece 
on the world s 500 largest asset managers. In 
the most recent edition (dated November 2014), 
there is a chart showing how ownership of the biggest 20 
managers has changed over the past decade. 

It is clear from the graph that independent managers 
have been on a relentless growth path (more than doubling 
as a proportion of the top 20 over the past 10 years) at 
the expense of investment firms owned by both insurers 
and banks. 

Much has been made of the rise of boutique firms, 
but this trend in the growth of independently owned 
asset managers is more than that: you can hardly call any 
one of the world s 20 largest asset managers a “boutique” 
(number 20, the smallest one on the list, manages nearly 
$ltr or R12.5tr today). 

So why do independent firms continue to eat more of the 
lunch previously enjoyed by their institutional counterparts? 
The reasons for this are no doubt manifold and it would 
be presumptuous to postulate any one as the main factor. 

I would, however, focus on an aspect I believe is key in 
the management and success of any investment business 
- namely the way in which boardroom conversations are 
conducted. 

The boards of directors of the better independent 
asset management firms are likely to be dominated by 
senior investment professionals (who are almost always 
shareholders in the firm, too). Yes, there may be selected 
individuals from other walks of life, and hopefully they 
will weigh in with noteworthy contributions on the more 
general debates, but ultimately they would typically not hold 
sway when anything really crucial comes up for discussion. 

The management boards of institutional investment 
firms, on the other hand, are by their very nature likely to 
be populated by senior executives of the parent company 


TOP 20 MANAGERS BY 
MANAGER TYPE 


— BANK 
— INSURER 
INDEPENDENT 


2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 
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(whether that is an insurer or a bank). 
Only on rare occasions would any of 
these individuals have specific asset 
management experience. 

This may not matter much when 
times are good, markets are going up and 
performance is decent. But the real value 
of a suitably constituted board of directors 
will be evident when there is “blood on 
the streets” (in the inimitable words of 
Baron Rothschild) and when clients start 
putting the firm under pressure because 
of investment performance concerns 
(whether in absolute or relative terms). In 
times like this, boardroom conversations 
are likely to be stressful (and so they 
probably should be). 


HOW DOES ONE BEGIN 
TO RECONCILE THESE 
EXTREMELY DIVERGENT 
FRAMES OF MIND? 

AND ARE THEY EVEN 
COMPATIBLE WHEN PUSH 
COMES TO SHOVE? 


Why is the firm underperforming? 
Whose “fault” is it? How does one fix 
it? Might it be a question of investment 
philosophy? 

These are all difficult questions, and 
a group of experienced investors would 
probably come up with different responses 
compared with a board dominated by 
professionals of a different ilk. 

In the case of an asset management 
business owned by an investment bank, 
for example, chances are that the leading 
voices around the boardroom table will 
be those of individuals who originally 
made their mark in a corporate finance 
environment (or “rainmakers”). My friends 
from that world may feel slighted when I 
say this, but I would suggest that it is not 
the ideal background for contemplating 
the vexed questions of an asset manager s 
performance, process and philosophy. 

At the risk of oversimplifying it, 
the typical investment banking deal 


consists of identifying a problem (or an 
opportunity), articulating a clear plan to 
solve or address it, delegating accordingly 
and implementing it. If necessary, extra 
resources can be accessed. Those involved 
will work as much overtime as necessary 
to make deadlines. Turnaround times 
are usually weeks, sometimes months, 
very rarely years. Outcomes are quickly 
measured, fees and commissions are 
earned, profits are banked. The next 
deal looms. 

This is all very different from the asset 
management world, with multi-year cycles 
and many uncontrollable factors playing 
their part. For example: is three years 
enough to measure performance properly? 
Most experienced investors would 
probably say no. Five years? Maybe. . . 

How does one begin to reconcile these 
extremely divergent frames of mind? And 
are they even compatible when push comes 
to shove? 

Also bear in mind that, with a large 
diversified institution, one part of 
the group (for example, the insurance 
company) is likely to be a key client (if not 
the biggest one) of the investment business. 
Not only is it likely that the various people 
around the asset manager s boardroom 
table will thus be differently “wired” in 
such a case (with senior managers and 
actuaries from the insurance operation 
going toe-to-toe with the executives 
from the investment business), but those 
representing the insurance side will also 
be somewhat conflicted. This clearly 
complicates the dynamic, specially in the 
toughest conversations on, for example, 
questions of investment performance. 

Another point relates to corporate 
culture. What works in a bank or insurance 
company does not always work equally 
well in its asset management subsidiary. 
Take innovation, for example - often listed 
as one of the corporate values of modern 
businesses, especially those in financial 
services. It maybe applicable in a dynamic 
investment banking environment but, 
personally, Fd be very happy for my asset 
manager to shun innovation (collateralised 



DEON GOUWS 

CIO, CREDO WEALTH 
Deon Gouws joined London-based wealth 
management group Credo in March 2012 as 
CIO after a career of more than 16 years in the 
institutional side of the investment industry. 
Most recently he was the CEO of RMB Asset 
Management in Johannesburg. Before that, 
Gouws qualified as a chartered accountant 
and lectured in accounting and finance at 
postgraduate level. He also has an MPhil in 
finance from the University of Cambridge and 
is a CFA charterholder. His Twitter handle is 
(a)DeonGouws_Credo. 


debt obligations, anyone?) in favour of old- 
fashioned principles based on valuation, 
diversification and patience. 

I accept that there are also reasons 
institutional groups enjoy certain benefits 
over standalone asset management 
businesses - the security of having a 
large captive client being just one such 
example. This is, ultimately, also why 
there will always be diversified financial 
services groups which continue to operate 
with in-house investment teams - it 
makes pure economic sense to retain 
margins by managing this captive asset 
pool yourself 

Against this backdrop, I do not expect 
firms owned by insurance companies 
and banks to disappear from the list 
when Towers Watson publishes its next 
research piece on the world’s top 500 
asset managers. But I would also not be 
surprised to see independent managers rise 
even further as a proportion of the largest 
20 investment firms in the world. ■ 
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An invigorating 
career, if you have 
intestinal fortitude 



B eing an asset manager is almost always 
exciting. It spans a massive array of 
disciplines, is influenced by the behest of 
news flow, brings you into contact with 
senior management in all sorts of businesses and 
is highly competitive. At many firms, it’s patently 
overpaid! But, it’s hardly utopia. 

YOUR TOOL KIT 

You will need to be able to read financial statements 
as easily as an Enid Blyton novel and to analyse them 
with a critical eye for deviations from accompanying 
narratives and “creative accounting”; principles of 
compound interest should come to you naturally; 
macro and micro economics should be a doddle (even 
if you doubt their value); your presentation skills 
should be excellent; you must possess a healthy dose 
of scepticism without being an outright cynic; you 
must be prepared to be contrarian, but at the cost of 
being vilified when you’re wrong; you will have already 
displayed ample skills as an analyst. These are just 
the essentials - they won’t suffice to make you a good 
asset manager. 

Be prepared for more studying. You will need 
to write easy but compulsory regulatory exams to 
demonstrate your knowledge of legal and ethical 
obligations as a fiduciary. You will probably be 
expected to write (and pass) the three levels of the CFA 
exams: these are the gold standard of the industry. You 
may aspire to managing only equity portfolios, but 
you will need to demonstrate skills in fixed interest, 
derivatives, behavioural finance and more. Continuing 
education is a permanent reality. 

INVESTING ANALYSIS - AN EXAMPLE 
Asset management is multifaceted. Let’s say you 
need to decide on exposure to retailer Shoprite in 
your clients’ portfolios - an everyday and relatively 
straightforward type of decision for an asset manager. 
You’re well acquainted with Shoprite’s financial and 
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management s capabilities; you know 
about determined expansion plans into 
sub-Saharan Africa; youVe allowed for 
the volatility in Nigeria's naira and its 
translation effects into rand earnings; 
you painstakingly assess many valuation 
parameters, both in time series and in 
cross-sectional analyses. You decide to buy 
more Shoprite shares and you've already 
had an intellectually gratifying day. 

You submit your order to pre- 
trade compliance checks, place it with 
your dealing desk and monitor your 
stockbroker's execution. Now you 
can turn your attention to a flood at 
an Australian coal mine, the higher 
borrowing costs of banks arising from 
new capital adequacy requirements, and 
widening yield spreads on corporate bonds. 


THE MOST INDOMITABLE 
INVESTMENT MIND 
WILL ALWAYS TOIL 
UNDER A HOST OF 
UNCERTAINTIES. 


The following day you read of new 
political strife in the Middle East: oil 
prices are up sharply; delivery prices of 
groceries will increase; disposable income 
in some African countries will be under 
pressure. Shoprite's operating margins will 
be below the levels you so carefully used 
in your detailed models. This impinges 
on bottom-line earnings and on plausible 
valuations. 

Doubts emerge. What if the CEO 
retires early? What if supposedly hands- 
on management misses stock theft by 
employees on a grand scale, as happened 
in the 1990s? What if US bond yields 
rise, causing higher South African 
interest rates, a larger denominator in 
your dividend discount model and a lower 
projected share price? When you bought 
those shares, who sold them to you? 
Someone who knows more than you? The 
most indomitable investment mind will 
always toil under a host of uncertainties. 


Should one of your concerns or an 
unforeseen mishap materialise, your 
recently acquired shares could tumble. 
You will probably ascribe this to bad luck, 
rather than that you failed to include more 
risks in your model. In time, all existing 
and potential clients will see is an ugly dent 
in your track record. You will have to live 
with this judgment. Your boss will inflict 
a similar dent in your bonus. 

This simple example portrays a sense 
of the boundless issues in investment 
analysis. 

YOUR ACTIVITIES 
You may want to be a specialist but you 
will be engaged in many other activities. 
Most asset management firms are 
rapacious gatherers of assets. You will be 
drawn into new business initiatives. These 
can be enjoyable but asset management is 
fiercely competitive and you will be up 
against slick marketing, selective reporting 
of performance and possibly underhand 
tactics. You will participate in operations, 
administration, human resources, 
compliance and branding meetings. There 
will be staff squabbles - more so than in 
most industries, as asset management 
employs many prima donnas. 

Your clients may be quite hostile at 
times. Pension fund trustees and wealth 
managers are not investment specialists 
so they take shortcuts in asset manager 
selection. No matter that you may have 
exceeded the performance benchmark 
they set you. If a competitor did better 
(regardless of whether they did so by 
taking far more risk), you will hear about 
it. Futile as performance surveys are (see 
the previous edition of Collective Insight 
for an excellent treatment), clients and too 
many consultants use them extensively. 
Clients may begrudge your fee, and 
they will scrutinise it more closely than 
your risk-adjusted performance. Most 
trustees and advisers believe they can pick 
asset managers whose performance will 
be in the top quartile. So, at all times, 
75% of asset managers will be deemed 
disappointing their clients. 



ROWAN WILLIAMS-SHORT 

PORTFOLIO MANAGER, VUNANI 
Williams-Short is a portfolio manager at 
Vunani Fund Managers. He has 25 years’ 
investment experience across all asset 
classes. Previously he was CIO of Prudential 
Portfolio Managers (SA), African Harvest 
Fund Managers and Nedgroup Investments 
in London. 


REPUTATIONAL RISKS 
Far too many asset managers over-promise, 
with the obvious consequence of under- 
delivering. An engineer can confidently 
predict that his bridge will stand up to 
end-to-end traffic jams in swirling winds. 
Asset managers definitely cannot be 
assured of beating benchmarks or peer 
group medians but, sadly, that inhibits few 
from promising to do so. 

Despite what should be demanding 
entrance criteria, barriers to entry in 
asset management are actually quite 
low. Knowing the right people or having 
the gift of the gab may be enough. So 
appalling garbage often passes for research; 
simple extrapolation of stochastic prices is 
rife; parading short-term performance is 
widespread; unduly influencing potential 
clients goes on; and enrichment on a 
grotesquely unethical scale happens more 
than you may suspect. 

So, you want to be an asset manager? 
Go for it! It's riveting, well-rewarded stuff 
Just be ready for high levels of antagonism, 
deep disappointments, a low likelihood of 
staying the course until normal retirement 
age and for dealing with critics with 20/20 
hindsight. The rest is easy! ■ 
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Practising 
caution is 
sometimes the 
boidest decision 
you can make. 

When it connes to investing, there’s often the tennptation to ride 
the euphoria of speculation. It’s why we resist it. We carefully 
do our homework, weigh up the pros and cons, check, re-check 
and analyse, scrutinise and remove emotion from each and every 
investment decision we make. Because we believe that there’s a 
time to be bold and a time to be cautious. Knowing when to be 
which is what makes us Wealthsmiths^*^. 

Our expertise includes: 

Active I Passive I International I Multi-Managed Solutions 


Investments 

www.sanlamintelligence.co.za 


Sanlam 

Wealthsmiths" 


Sanlam is an Authorised Financial Services Provider. 
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HOUSE VIEW 


DBXUS 

Use the US as a rand hedge 



SO WHAT TO do with the money piling up 
in my investing account? Aside from the 
dividends I get, Tve also been selling 
some of my holdings and, of course, I am 
adding money to my portfolio account 
every month. So my cash is growing. 

But with markets all ajitter over the past 
while, and none of my preferred stocks 
offering great prices, I haven’t been able 
to get anything I really want to buy. 

So, as always, I turn to my trusty 
exchange-traded funds (ETFs). With 


China looking like it could go either way, 
I am buying DBXUS*. The US is the world’s 
strongest and largest economy, and I get 
a rand hedge into the equation as well. 
You want the strongest if more rocky 
markets are expected. And even if there 
is weakness in the US market, it would 
probably be coupled with rand weakness, 
which would offset some or all of the US 
weakness. 

So when in doubt, I buy more ETFs. ■ 
*The writer owns DBXUS. 


Simon Brown 


Last trade 
ideas 


isELij Anglo American 
Platinum 


buy STXIND 


sell) NGPLT 




sell] Renergen 


BRITISH AMERICAN TOBACCO 




Inhale the e-cigarette promise 


AN ESTIMATED 6.3M South Africans 
smoke cigarettes, and annual consumption 
is estimated at 29.5bn sticks, according to 
the Tobacco Institute of Southern Africa. 
With sales under pressure, partly due to 
rising excise and duty taxes - which lead 
to increases in the retail price of legitimate 
cigarettes - producers are continuously 
focusing on innovative new ways to 
increase sales. These include offering 
cheaper variants of their leading brands, 
and electronic cigarettes, which have 
become increasingly popular. 

British American Tobacco (BAT) 
launched its Vype e-cigarette in 2013 in an 
attempt to diversify revenue and capture 
a segment of the e-cigarette market. 
E-cigarettes, which contain nicotine but 
no actual tobacco, are used by smokers as 
a substitute for smoking tobacco and are 
a healthier alternative. Sales are expected 
to grow by nearly 25% a year for the next 
few years, according to Euromonitor 
International. This places BAT, the first 


international tobacco company to launch 
an e-cigarette, in a cushy position. 

Despite the declining tobacco market, 
the concentrated nature of the industry 
- only five companies control about 80% 
of the market - means that producers like 
BAT enjoy immense pricing power, which 
the company can use to help offset 
declining sales volumes of regular 
cigarettes. The tobacco giant enjoys 
strong cash flows and a strong dividend 
track record. Its interim results are 
scheduled for release on 29 July, and an 
interim dividend is expected to be paid in 
August. 

BAT’S share price has been stagnant 
for the past few months, but upside 
above 70 190c/share has negated this 
consolidation, with potential to add gains 
to the 82 OOOc/share levels. A fair stop loss 
of more than 5% should be placed once the 
trade is initiated, and positions could be 
increased above 76 OOOc/share. ■ 
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FUND IN FOCUS 


Take a long-term bet 

on African growth 

ALLAN GRAY AFRICA EX-SA EQUITY FUND 


BY JANA MARAIS 


T his fund invests in companies with significant business 
interests in Africa (excluding South Africa). This is 
regardless of where they are listed. The aim is to include 
shares that are trading at a discount to its intrinsic value based 
on long-term fundamentals. It targets investors who seek 


exposure to African equities, and are comfortable with stock 
market and currency fluctuations (the fund price is reported 
in US dollars but the underlying investments are denominated 
in various currencies). An investment time frame of five years 
or longer is recommended. 


^FUND INFORMATION 

N 

Benchmark: 

Standard Bank Africa Total Return Index 

Minimum lump sum/ 
subsequent investment: 

$50 000/$l 000 (or $10 000 through 

Allan Gray's offshore platform) 

Fund managers: 

Nick Ndiritu and Andrew Lapping 

Total Expense Ratio (TER): 

4.21% 

Fund size: 

$243m 

^Contact details: 

+1 905 212 8760 and agclientservice(3)citi.com ^ 


SECTOR ALLOCATION 


% RETURNS (ANNUALISED, AS AT 30 JUNE) 



Year to date 

(unannaulised) 

Latest 

1 year 

Latest 

2 years 

Latest 

3 years 

Since 

inception 

(1/1/2012) 

Allan Gray Africa 
Ex-SA Equity Fund 

-97% 

-24.8% 

-2.7% 

6.9% 

9.3% 

Benchmark 

-10.2% 

-29.2% 

-6.1% 

-5.5% 

-2.8% 


ON 30 JUNE 2015 

% of fund 

1. Oil & gas 

13.1% 

2. Basic materials 

6.2% 

3. Industrials 

0.7% 

4. Consumer goods 

28.4% 

5. Healthcare 

0% 

6. Consumer services 

1.5% 

7. Telecommunications 

14.4% 

8. Utilities 

2.7% 

9. Financials 

276% 

lO.Technology 

0% 

n. Fixed interest/Liquidity 

5.4 

TOTAL 

100% 


Fund manager 


insights 


The managers of this fund are 
following Allan Gray’s tried and tested 
formula to invest on the continent - pick 
stocks that are undervalued. This often 
requires tough decisions and putting 
money into countries or companies when 
market sentiment is negative. 

At the moment, for example, it is 
seeing opportunities in Nigeria, where a 
low oil price and a change in the political 
regime may keep other investors at bay. 
Investors are more bullish on East Africa 
- but this sentiment is reflected in prices, 
says fund manager Nick Ndiritu. 

The fund at present is mainly exposed 
to Nigeria (25.9% of equities held by 
the fund has a primary listing here), 
Zimbabwe (23.4%) and Egypt (17%). Its 
major holdings include Zimbabwean 


mobile operator Econet Wireless and 
Egypt’s Eastern Tobacco, a company 
that is majority held by the Egyptian 
government and enjoys a monopoly on 
cigarette-making in the country. 

The main challenge is to find 
undervalued opportunities that fit the 
fund’s mandate, given the smaller size of 
markets on the continent (outside SA) and 
the fact that they may be less liquid, says 
Ndiritu. The aim is to outperform African 
equity markets (excluding SA) over the 
longer term, without taking on greater risk 
of loss. The fund has existed for less than 
five years (which it sees as the minimum 
investment period into the fund), so it is 
too soon to say whether it has met this 
objective. It has, however, outperformed 
the benchmark since inception. 


WHY 

FWIVEE/r WOULD 
CONSIDER ADDING IT 

Investors can access this fund via Allan 
Gray’s offshore platform, which has a 
minimum investment amount of $10 000 
(R124 607). For those who can afford 
to part with that amount of cash for at 
least five years, it offers an opportunity 
to buy into the African growth story and 
diversify their portfolios. But with a TER 
of 4.2%, this fund is certainly not cheap 
and it is best suited for investors with 
a long-term perspective and a stomach 
for risk. ■ 
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INVEST DIY 


A closer look at indices 


BY SIMON BROWN 



I received an email this week with a 
question that seemed simple on the 
surface but really got me thinking. 
The question was: “What are 
indices and why do we have them? I 
understand the Top 40, but why do we 
have the others?” 

First, an index is a representation of 
the market or a segment of the market. 
An average, if you will. If the Top 40 
Index is up 1.5% for the week, that 
means the average move was +1.5%. If 
you look closely at the numbers, you will 
notice that some stocks did better and 
some would have been red - that 1.5% 
move indicates an average. 

But since most indices we have are 
market- cap weighted, we need to dig a 
little deeper because the larger stocks 
have more influence. It is worked out by 
allocating more index points to the large 
stocks and fewer to the smaller stocks 
within the index. So in the case of the 
Top 40 index, SABMiller is almost 11% 
of the index (out of 40 stocks) while the 
much smaller Tiger Brands is only 0.77%. 
This means a 1% move by SABMiller 
will have a much bigger impact on the 
index than even a 10% move by Tiger 
Brands (Tiger Brands is less than one 
tenth the size of SABMiller.) 

The weightings of each stock, and 
even the stocks included in each index, 
are adjusted regularly. In South Africa, 
it happens every quarter. Some indices, 
like the Dow Jones, adjust the stocks 
as they see fit, typically on a fairly 
infrequent basis. 

What you will find on the local 
exchange is not only a number of 
different FTSE/JSE indices, but there 
are also a number of other index issuers 
both locally and globally. The FTSE/JSE 
tie-up means all the indices published by 
the JSE are branded FTSE/JSE. But we 
have three other major index-makers 
globally, one being the Russell (mostly 
tracking mid- and small-cap stocks in 


the US). We also have the S8cP Dow 
Jones, which is the big player in the US 
and recently started publishing local 
indices as well. 

Anybody can publish an index, the 
trick is getting it used. And we re seeing 
investment company Coreshares using a 
number of the S8cP Dow Jones indices 
for its exchange-traded funds (ETFs), 
the most recent being the CoreTop50. 


WHEN YOU DECIDE TO 
TRACK AN INDEX, IT IS VITAL 
THAT YOU UNDERSTAND 
HOW IT WORKS. 


The last large index player is the MS Cl 
(Morgan Stanley Capital International), 
which tends to publish many of the 
global indices, like some of those used 
by the Deutsche Bankx-tracker ETFs. 

So then why do we have indices? 
Simply put, it is about benchmarking. 
In other words, so you can compare 
your portfolio returns to those of the 
overall market and see if your strategy 


is beating the index or to compare one 
market against another - for example. 
South Africa against the US. Indices 
also exist so individual stocks can be 
benchmarked against their peers. So, 
for example, to compare a construction 
stock against the other construction 
stocks, you would check it against the 
construction index. 

Of course, the ETF industry also 
makes use of indices. Members of this 
industry use indices for their products, 
and so you will find ETFs tracking the 
Top 40, property, international indices 
and the like. 

When you decide to track an index, 
either for benchmarking your portfolio or 
investing via an ETF, it is vital that you 
understand how it works. For example, 
some indices are equally weighted (all 
stocks are equal rather than larger stocks 
having more influence). I prefer equal- 
weighted indices, as they tend to be less 
volatile and perform better over time. But 
whatever the index, you should know 
how it works - what it tracks, the rules 
and when it’ll change. ■ 
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KILLER TRADE 


A breakout is in the offing 


.CATCH 

^ O N F/N WEEK- 
MONEY MATTERS 

EVERY FRIDAY 
AT 1PM. 


BY MOXIMA GAMA 



A fter a six-month consolida- 
tion, Reinet Investments, the 
specialist investment holding 
company controlled and 
managed by Johann Rupert, could final- 
ly break out in the near term. 

Reinet, whose main holding is a 
stake in British American Tobacco 
(BAT), is a Luxembourg-based 
specialised investment fund (SIF) listed 
in Luxembourg and on the JSE. While 
Reinet continues to focus on diversifying 
its investment portfolio, BAT still 
represented about 70.5% of its net asset 
value at 31 March, compared with 72.8% 
a year earlier. It can invest in a range of 
asset classes, including listed and unlisted 
equities, bonds, real estate and derivative 
instruments. 

Reinet, which was formed in 2008 to 
hold luxury goods group Richemont’s 
stake in BAT, is seen as a defensive stock 
thanks to its significant holding in BAT. 
It is likely to remain in positive territory in 
the medium term (one year or so). 

Looking ahead, BAT is one of the 
biggest companies on the JSE, with a 
current market capitalisation of about 
Rl.Str. BAT is well diversified and enjoys 


significant pricing power. It is a strong 
cash flow generator and a very good 
dividend track record (see also page 43). 

The difference between Reinet, 
with a market capitalisation of R52bn, 
and Remgro, the substantially bigger 
investment firm controlled by the 
Ruperts, is that Reinet wants to obtain 
offshore assets, while Remgro focuses 
mainly on the Southern African market. 
This means, through Reinet, the South 
African investor is exposed to private 
equity and similar deals outside of the 
country, and a weaker rand tends to 
benefit the company. 

Outside BAT, Reinet’s major 
investments include the RlObn 
private equity hub, which comprises 


Trilantic Capital Partners (the old 
Lehman Brothers investment banking 
business), Renshaw Bay and 36 South. 
Also included is Pension Insurance 
Corporation, which offers insurance to 
the pension fund industry - Reinet has 
invested ;f400m (R7.7bn) in it to date. 
This diversity makes the company one of 
the safest stocks in which to invest your 
money in the prevailing market volatility. 

POSSIBLE SCENARIO; Upside above 

2 660c/share would end the six-month 
consolidation, with potential gains to the 

3 055c/share targeted mark. A positive 
quarterly update could possibly trigger a 
positive breakout. A similar consolidation 
is seen on the BAT daily chart and a 
move above 69 700c/share could see BAT 
appreciate to the 77 575c/share targeted 
mark in the short term. 

ALTERNATIVE SCENARIO; A 

reversal below 2 490c/share would signal 
defeat, and panic selling to the 2 095c/ 
share downside target could ensue if the 
support trendline fails to hold. ■ 

editorial(2)finweek.co.za 


52-week range: 

R22.97 - R27.60 

Price/earnings ratio: 

1-year total return: 

+5.08% 

Market capitalisation: 

R52.4bn 

Earnings per share: 

Dividend yield: 

0.8% 

Average volume 
over 30 days: 

1 474 696 


SOURCE: Bloomberg. com 


REINET INVESTMENTS 
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SIMON SAYS 


Simon’s stock tips 

BY SIMON BROWN 


QUESTIONABLE 

PRACTICES 

One company that is in serious tro’ hie 
is Lewis. It has been referred to the 
National Consumer Tribunal (NCT) 
for “unscrupulous loan practices” with 
a proposed fine of RlOm. There was 
also an investigation by a Cape Town 
company showing that consumers 
paying for a RIO 000 television over 
two years were charged R26 000 in 
total! The stock is off some 20% since 
the highs of early June, although that 
RlOm fine is a drop in the ocean for 
a company that made over R800m 
profit in the year to end March 
2015. The concern, however, is that 
this fine is only for two cases and 
could be followed by more. More 
importantly, this “unscrupulous loan 
practice” generates profits for Lewis 
and the profits could be under stress 
as a result. I have never been a fan of 
this company’s business model and the 
retailer is now under pressure. 


SOMETHING A LITTLE DIFFERENT 

I have been digging around the new Top 50 exchange-traded funds (ETFs) issued by 
Coreshares, which tracks the Top 50 largest JSE stocks rather than the traditional 
Top 40. We see some of the large caps (BHP Billiton*, SABMiller and Naspers**) 
with weightings in the index reduced by about 1%. The other key difference is the 
extra 10 shares we get. These are mostly retailers bubbling up. And then, of course, 
the recent rejects from the Top 40 are now in the Mid- Cap Index. I’ll keep an eye 
on performance but the main attraction of a Top 50 is extra shares - meaning more 
diversification. And that’s never a bad thing when you invest into an ETF. 


STILL NOT ONE FOR ME 


Murray 5c Roberts is still 
involved in the Gautrain delay 
and disruption claim legal process 
against Gauteng. A recent update 
released to the market suggests a 
final resolution is only likely to be 
reached in 2017. The construction 
company does seem to have won the 
initial rounds of legal wrangling, 
and an overall victory for it would 
be good news. But this still remains 
a sector I stay well away from. 


NOT WORRIED 


It’s been a rough start for Capitec* 
since its recent addition to the Top 40 
- after the department of trade and 
industry published proposed limits on 
interest charges. The stock dropped to 
R410 after an all-time high of R580 
in April. At the moment the National 
Credit Regulator allows a maximum 
rate of 32.65% to be charged on 
unsecured loans, and it is proposing 
dropping this to 24.78%. The average 
rate Capitec charges is about 26.5%, 
meaning many of the rates may be 


above the new proposed limit, while 
many will most likely be below it. 
Capitec also includes insurance in this 
fee and could separate the insurance 
into a separate charge, reducing the 
effective rate. Either way, this will 
hurt Capitec’s earnings. But not by the 
amount the sell-off was suggesting. As 
a shareholder, I am not concerned - the 
business is starting to focus on far more 
than just unsecured lending. Should 
the share drop below R390, 1 will buy 
even more stock. 



PATIENTLY WAITING 


South32 announced that the sale of shares belonging to 
small shareholders (those holding fewer than 10 000 shares) 
had been completed. This removes a large seller from the 
market but the stock’s price continues to slip - commodities 
in general remain under severe pressure. I still hold the 
South32 shares I received from BHP Billiton, and while it 
is very small within my portfolio, it needs to start moving 


higher (as we typically see a few months after a share is 
demerged from a parent company). Either way, in time I will 
be a seller of South32. ■ 

editorial(2)finweek.co.za 
"^The writer owns shares in Capitec, South32 and BHP Billiton. 
**Finweek is a publication ofMedia24, which is a subsidiary 
of Naspers. 
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PRO PICK 


Large scope for growth 

BY VICTOR VON REICHE 

Senior Investment Manager, Cannon Asset Managers 


A nyone who has followed 
financial markets over the 
past five years knows the 
period was characterised by 
divergent super-sector performance, with 
the industrial and financial sectors 
massively outperforming the resources 
sector. The reason for the resources 
sector’s underperformance can be 
attributed to various factors: a once-in-a- 
multigeneration commodity super cycle; 
continued oversupply of iron ore, copper, 
lead, oil and thermal coal; and weak 
global demand, particularly Chinese 
demand. 

So it may come as a surprise that 
Master Drilling is our Pro Pick, given 
that it is predominantly resource-facing 
(for the moment). Master Drilling is, in 
our view, a unique asset. The company 
was founded by Danie Pretorius, its 
CEO, in 1986 in Fochville, southwest 
of Johannesburg, to provide customised 
drilling for the gold industry. Master 
Drilling is a world leader in raise boring, 
a mechanised process for making 


circular holes. The main application 
now is the drilling of ventilation holes 
but technological advances will make 
it possible to drill access holes through 
which people and equipment can be 
moved. The group essentially sells 
hole-digging services - after a project is 
completed, the rig is disassembled and 
shipped to the next project. 

We believe mines will inevitably 
become more mechanised. Master 
Drilling is ideally placed to benefit 
from this trend because raise boring is 
safer, faster and more cost-effective than 
traditional drilling and blasting. The 
group designs its own drills and rigs, and 
outsources the manufacturing function 
to a Chinese subsidiary. The assembly 
of all drill rigs is done in Fochville to 
protect the groups intellectual property 
and ensure quality control. 

The group is exposed to various 
commodities, currencies and countries, 
and that provides a robustness to the 
business model. It removes the single- 
commodity spot price, and geographical 


and political risk. Additionally, the group 
offers unique solutions for application 
across the mining cycle and that further 
de-risks it. 

In time, we envisage the group 
moving into new industries because 
its technology has wider potential. An 
example of this is its recently winning a 
contract in Columbia to provide drilling 
for a hydroelectric project. Add to this 
its technological advances, including 
challenging horizontal and low- angle 
drilling, and it becomes obvious the 
company has significant organic growth 
opportunities ahead. 

The groups fleet expansion is almost 
complete, with the commissioning 
recently of its 100th rig, the RD8, one of 
the biggest rigs in the world. We expect 
the group will be able to pay dividends 
to shareholders as it achieves further 
scale, and improves working capital 
management through decentralised 
inventory storage and lower capital 
expenditure intensity in future. 

The group is attractively priced from a 
relative perspective, trading on a historic 
price-to-earnings ratio of 10 times, as 
well as on an absolute basis, trading at 
a healthy discount to our estimate of 
intrinsic value. 

The investment case is premised 
on high barriers to entry through the 
intellectual property within the group, 
attractive positioning for increased 
mechanisation, high inside ownership 
by management and an entrepreneurial 
culture. Further, the group has achieved 
20% compound annual growth in 
earnings before interest, depreciation, 
tax, depreciation and amortisation 
(EBITDA) over the past five years in 
dollar terms, it boasts a healthy balance 
sheet (net cash position) and it generates 
strong returns on capital. A healthy order 
book of $200m (R2.5bn) also provides 
some surety over the next two years. ■ 
editorial(S)finweek.co.za 


MASTER DRILLING 

REVENUE BY GEOGRAPHIC LOCATION 



*Figures may not add up to 100% due to rounding. SOURCE: Master Drilling presentation 
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MONEY 


How much do you need to 

retire comfortably? 

BY SCHALK LOUW 

PORTFOLIO MANAGER AT PSG WEALTH 


6 % 


YOU SHOULD BE ABLE TO WITHDRAW W/O 
OF YOUR PORTFOLIO YEARLY, WITHOUT USING 
ANY OF YOUR REMAINING CAPITAL 




S aving for retirement is a lot like 
batting first in a cricket match. 
You know you have to save and 
you do so to the best of your 
ability, but how many “runs” must you 
truly get to retire comfortably? In this 
week s article, Tm going to try to show 
you a more structured approach to 
determining how much you need. 

EXPECTED MONTHLY INCOME 

The easiest place to start is to look at 
your current income requirements. Most 
experts recommend that you should 
use approximately 80% of your current 
required income as a benchmark for 
what you need after retirement. I myself 
wouldn’t necessarily guarantee the 
reliability of this figure, but it provides 
us with a starting point nonetheless. 

I’m going to try to keep my example 
as simple as possible but it would be 
wise to include more variables (which 
could affect you personally) in this 
calculation. Examples of variables 
include the expectation that your health 
may deteriorate or that you may still have 
to cover debt (such as your bond) after 
retirement. 

Let’s suggest that you earn R15 000 
a month at the moment. By applying the 
80% rule, we will assume that you will 
need R12 000 monthly after retirement. 

SAFE WITHDRAWAL RATE 

Unlike with food products, human 
beings do not have use-by dates. So we 
have to rely on a “safe withdrawal rate” 
to ensure we do not outlive our savings. 
According to this rate, you should be able 
to withdraw 6% of your portfolio yearly, 
without using any of your remaining 
capital. This theory is based on the fact 
that the historical return on the South 


African stock market (since 1964) was 
about 8% more than the local inflation 
rate. So if you limit your withdrawals to 
6% of your portfolio, you should still have 
an additional 5%-6% growth in your 
portfolio to cover inflation. 


IF YOU THEN EXPECT TO 
WITHDRAW ONLY 6% OE 
YOUR CAPITAL ANNUALLY 
THE TOTAL AMOUNT YOU 
NEED TO SAVE IN TODAY’S 
RAND TERMS SHOULD LOOK 
SOMETHING LIKE THIS: 

R12 ODD X 12 months 
= R144 000 (annual income needed) 
by 0.06 (6% safe withdrawal rate) 

= R2 400 000. 


INFLATION FACTOR ^ 

One of the biggest variables associated 
with your retirement planning is 
inflation. If you don’t compensate 
properly for this variable, you may end up 
severely lacking on your required total. 

Unfortunately, this is also one of 
the most difficult variables to take 


into account. How does one calculate 
something that still needs to happen? 

Let’s suggest that you are now 40 
years old and that you plan to retire 
at the age of 65 (in 25 years). Using 
the top of the South African Reserve 
Bank’s inflation target range, the 
best calculated guess we can offer on 
annual inflation is 6%. 

An annual inflation rate of 6% 
means that if you currently need R2.4m 
to retire, you will actually need capital 
of RIO. 72m in 25 years to account for 
the impact of inflation. 

This process now becomes more like 
being the second team to bat in the 
cricket match, as you know exactly how 
much you need to save each month to 
reach a “winning total”. With the help 
of a tool such as a retirement calculator, 
you can simplify the process. If you 
save 15% of your monthly income in 
a pension fund, retirement annuity or 
something similar, you have already 
given yourself a good head start. If not, 
you will have to work harder to push up 
your monthly savings. ■ 
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How to save effectively 

BYSHANDUKANI MULAUDZI 

Before you start saving nnoney, you need to ask yourself one simple question: What am I saving 
for? Once you have a purpose for saving, you will know exactly what types of accounts you should 
be keeping your money in and also for how long you can expect to save until you reach your goal. 
This is according to Anthony Katakuzinos, retail chief operating officer at Stanlib. 


A lthough there are no one- 
size-fits- all rules for saving, 
there are a few things every 
person should think about. 
Karin Muller, head of Sanlam Growth 
Market Solutions, advises that anyone 
wanting to save should consult a financial 
adviser who will help them find the best 
savings investment solutions for their 
goals and to suit their risk profile. Here 
are some more general pointers on how 
to save according to your goal: 

GROW THAT EMERGENCY FUND 

There are some expenses that you cannot 
plan for, like an unexpected car repair. 
Muller says it is important to have an 
emergency fund so you avoid going into 
debt to cover such expenses. 

She advises that you open a short- 
term account that will allow you to 
access your money at any given time, 
such as a money-market fund or a low- 
risk fixed interest account. 


TIPS 

ON HOW TO USE 
TAX-FREE SAVINGS 
TO YOUR 
ADVANTAGE 

► 


Anthony 

Katakuzinos 

Retail chief 
operating officer 
at Stanlib 



There is no golden rule on how much 
you should save, but a good number 
would be 5%-10% of your monthly 
salary, Katakuzinos says. “The more you 
put away, the better.” 

MEDIUM-TERM SAVINGS 

Medium-term savings are more about 
having a specific goal and not for 
emergencies. In this case, you may be 
saving for between three and five years. 
In this case, consider accounts that 
have a bit more risk and higher returns 
than short-term accounts, such as two- 
to three-year fixed deposit accounts, 
income funds or fixed-interest funds, 
says Katakuzinos. 

LONG-TERM INVESTMENTS 

People should be considering long- 
term investments for things like their 
pension and their children’s school 
and university fees. This would mean 
saving for a period lasting between five 


KARIN MULLER SHARES 
SOME POINTERS: 


IN YOUR TWENTIES: 

Investing in a flexible tax-free savings account with 
tailored investment options is an excellent idea, 
since you have many years ahead of you for your 
savings to grow. This also has the advantage of 
liquidity, i.e. you can withdraw funds at any time. 

IN YOUR THIRTIES; 

You have increased responsibilities and more 
specific savings plans, such as for children’s 
education. A tax-free savings account can be used 
as an education fund (provided you don’t exceed 
the R500 000 lifetime limit) or as extra financial 
support for a long-term goal. 



* ■ I 
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and 30 years, depending on the goal. 
Ideally you would put these savings into 
collective investment schemes, such as 
unit trusts and pension funds. 

“More risk comes with more return, 
but risk also diminishes the longer you 
invest because you have time to ride out 
the fluctuations in the longer term,” 
explains Katakuzinos. 

You can also start a collective 
investment with a relatively small 


amount of money whereas this is not 
possible with a stockbroker. “If you go 
to a stockbroker with only R50 000, it 
is not going to be worth his while,” says 
Katakuzinos. 

TAX-FREE SAVINGS 

Tax-free savings products, which are 
free of dividend, capital gains or income 
tax, should be used for long-term saving. 

“The compounding effect of all 
the returns on your investment starts 
adding up in the long term, not the 
short term,” Katakuzinos says. To get 
the best returns, he adds that consumers 
should try to get the most flexible tax- 
free savings product that will give you 
the highest returns over time. 

IMPORTANT POINTS TO NOTE 
ABOUT TAX-FREE SAVINGS; 

■ You are only allowed to save R30 000 
a year in tax-free savings accounts. 

■ Over your lifetime, you are only 
allowed to invest R500 000 into your 
tax-free savings account. There are 
severe penalties of 40% on any excess 
of the allowed amount. 

■ If you open a tax-free savings 
account in your child’s name, you are 
effectively taking away from their 
individual R500 000 cap. Rather invest 
for them in your own name so they can 
reap the benefits of tax-free savings for 
themselves when they start working. ■ 

editorial(2)finweek.co.za 



IN YOUR FORTIES; 

You should balance your tax-free savings account 
with your retirement investments. Although both 
retirement annuities and tax-free savings accounts 
earn tax-free investment returns, retirement 
annuities defer income tax to the post-retirement 
phase and offer other benefits such as protection 
from creditors and estate duty. You will also have 
liquidity and asset allocation. 

IN YOUR FIFTIES; 

It will be difficult for people over 50 to obtain 
the same benefits that they could enjoy from 
other investments, taking into account interest 
exemption after the age of 65. An exception 
might be if you are 51 and want to invest to 
leave your children an estate 20 or more years 
from now. 
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MONEY 


Two takes on Naspers 

Over the past decade, Naspers’s investment in Tencent has become the engine room of growth 
for this media giant. But will the investment continue to pay off? This week, contributors Renier de 
Bruyn and Emile Fourie, share opposing views on the company’s future growth prospects. 


NASPERS - MORE THAN JUST TENCENT 


N 


aspers s 
Tencent, 


34% interest in 
one of China’s 

largest internet service portals, 
is valued at around R733bn, about 
the same as Naspers’s current market 
capitalisation. 

It can be argued that investors are 
paying for Tencent, essentially receiving 
the remaining assets of Naspers (the 
so-called rump’) for free. 

The cash cow in the rump is pay-TV 
business, MultiChoice. Naspers has used 
the bulk of this cash flow to acquire and 
develop new internet businesses - many 
are still in a loss-making phase, but are 
well-positioned to become cash cows. 

Naspers has built a particularly strong 
presence in online classifieds. The aim 
with online classifieds is to become the 
first choice for sellers and buyers. 

The company has established market 



BY RENIER DE BRUYN 

Investment analyst at Sanlam Private Wealth 


leadership in online classifieds 
(see chart) in most of the large 
emerging economies through its 
OLX, Avito, Dubizzle and 58.com (via 
Tencent) brands. These businesses are 
expected to enter the monetisation phase 
in the next few years. 

In India, Naspers owns a stake 
in Flipkart, the biggest online retail 
platform. It owns a significant stake in 
Souq, the largest e- commerce site in the 
Arab world, while Allegro is the largest 
online marketplace in Eastern Europe. 
Buscape.com, also Naspers-owned, is 
the largest online price comparison site 
in Brazil. The list continues. 

Online retail currently accounts for a 
very small, but fast-growing, share of the 
total retail market in emerging economies. 
In future, we’ll see the rise of a few mega- 
online retailers chewing into traditional 


Strong asset base growth for classifieds 



retailers’ market share. 

Online migration is in its infancy in 
emerging markets, but acceleration of 
mobile internet penetration has set the 
stage for a growth explosion. 

Despite concerns around Tencent’s 
valuation, the company has a strong 
profit track record. While Facebook and 
Google derive the bulk of their revenue 
from online advertising, Tencent has only 
begun to tap into this source of revenue. 
Strong growth in advertising revenue, 
strategic investments in online retailer 
JD.com and online classifieds business 
58.com are expected to contribute towards 
the next growth stage. 

Naspers’s other online retail assets 
are investing in logistics infrastructure 
and marketing to ensure that economies 
of scale will provide a sustainable 
competitive advantage in future. 

In my view, Naspers’s management 
has positioned the business well. The 
focus has been on achieving market 
position and scale for maximum future 
monetisation, not on maximising short- 
term profits. In some countries they are 
merging with competitor businesses, 
effectively turning a two-horse race into 
a one-horse race, further cementing future 
market dominance. 

Using the current listed market price 
for Tencent and estimating reasonable 
fair values for the remaining businesses 
in Naspers’s rump, the sum-of-the-parts 
value amounts to R2 490 per Naspers 
share, 75% attributable to Tencent. 
While I cannot ignore valuation 
concerns around Tencent, I find some 
comfort in the attractive discount that 


52 FINWEEK 23 JULY 2015 



MONEY 


Naspers trades to its sum-of-the-parts 
value and further potential upside to the 
value of the rump assets given the scale 
potential of these businesses. Naspers s 
financial strength and expertise make it 


a partner of choice with rising internet 
businesses, enabling it to exploit new 
growth opportunities that are not 
publicly available. 

Global economic growth is slow, but 


is changing shape, creating winning 
and losing companies. Naspers is on the 
winning side. I will therefore hold onto 
my Naspers shares - even though its 
performance may be volatile. ■ 


TENCENT: CONSIDER HISTORY OF TECH INDUSTRY 


I n March 2009, Naspers had a 
market capitalisation of $6.2bn 
(R77.6bn) and its stake in Chinese 
technology company Tencent was worth 
$4.4bn (R55bn). Fast forward to July 
2015 and Naspers s market cap is $62bn 
and its 34% stake in Tencent is worth 
$61bn. The big driver of Naspers’s 
increased market cap has been Tencent 
- an important arrow in its quiver. 

Public and private high-tech 
companies are demanding high multiples 
worldwide; Facebook is trading at an 85 
price-to-earnings (P/E) ratio, with a 
market cap of $247bn (RS.ltr), while 

COMPANIES WHOSE EARNINGS- 
PER-SHARE GROWTH RATE WAS... 



GROWTH 

RATE 

NO. OF 
COMPANIES 

PERCENTAGE 

1960-1980 

15% or 
higher 

3 

2.1% 

10%-15% 

38 

26.6% 

5%-10% 

64 

44.8% 

0%-5% 

22 

15.4% 

Negative 

16 

11.1% 




1970-1990 

15% or 
higher 

4 

2.8% 

10%-15% 

37 

26.2% 

5%-10% 

46 

32.6% 

0%-5% 

30 

21.3% 

Negative 

24 

17% 




1980-1999 

15% or 
higher 

5 

3.5% 

10%-15% 

26 

18.3% 

5%-10% 

40 

28.2% 

0%-5% 

38 

26.8% 

Negative 

33 

23.2% 


Twitter, with a market cap of 
$23bn (R287.1bn), made a loss 
last year. 

In a PwC document, which studied 
the global top 100 companies by market 
capitalisation (March 2014), Tencent 
holds two top-10 positions for 2009 to 
2014. The company sported the ninth- 
largest absolute increase in market cap 
($136bn) and the second-largest relative 
increase (1 047%) out of the 100 biggest 
companies in the world. 

Today, Tencent’s market cap is $180bn 
(R2.2tr), an amazing feat for a company 
that sold for a mere $13bn in March 
2009. But now with its new size comes 
challenges in the competitive world of 
capitalism. 

In the 2014 financial year, Tencent 
earned about $3.54bn and at a $180bn 
market cap, the company is selling at a 
P/E ratio of 51. The current share price 
is therefore pricing in significant growth 
over a long period of time. One might 
argue Tencent has grown earnings at 24% 
per annum over the past five years and 
has excellent growth prospects. 

But remember the company is now 
one of the 30 biggest in the world and 
the challenge to big companies was laid 
down by none other than Warren Buffett 
in 2001, who said: “I would wager you a 
very significant sum that fewer than 10 
of the 200 most profitable companies 
in 2000 will attain 15% annual growth 
in earnings-per-share over the next 20 
years.” 

In a 2001 article in Fortune^ Carol 
Loomis used the table to the left to 
illustrate the basis for Buffett s challenge. 
At a 51 P/E, very high earnings growth is 
required. Yet few big companies manage 
to grow earnings per share by more than 
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15% per annum over 20-year periods. 
Very few big companies in any industry 
managed a high growth rate over a long 
period. 

The other challenge facing Tencent 
comes from the nature and history of 
the technology industry. Between 1919 
and 1939 there were about 300 airplane 
manufacturers. 

Today only a handful are still alive. 
The tech industry’s history is littered 
with examples of competitive destruction 
- life- changing inventions have usually 
benefited the consumer, not the 
shareholder, over the long term. 

Online gaming has been the big driver 
of Tencent’s growth, and today makes up 
about 57% of its revenue. I find it difficult 
to forecast the long-term future of online 
gaming in China with confidence, 
especially when armed with knowledge 
of the history of technology. 

Even though Tencent’s long-term 
growth prospects remain positive, history 
illustrates the danger of paying expensive- 
looking prices for tech companies. 

Value investors should ask what the 
probability of long-term success for the 
Tencent investor is at current levels. Given 
the size of the company, the complexity 
of valuing a fast-changing tech company 
and the high current price discounting 
aggressive future earnings growth, I 
find it difficult to have confidence in 
Naspers (as Tencent has been the historic 
driver and still currently is by far the 
most dominant asset in Naspers) on a 
probability basis, and have therefore sold 
Naspers in the value equity portfolio. ■ 
editorial(S)finweek.co.za 

*Finweek is a publication of Media24, 
which is a subsidiary of Naspers. 
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Turning home-birthing 

into a valuable business 

BY BUHLE NDWENI 


J ournalist-turned-businesswoman Jude 
Polack is the founder and director of 
Genesis Clinic, a maternity hospital 
specialising in home births. It has 
recently been acquired by South Africa’s third- 
largest healthcare services company Life 
Healthcare for R30m. 

After a bad experience in hospital giving birth 
to her second child, Polack decided to take matters 
into her OAvn hands. With no experience in business 
or obstetrics care, Polack started Genesis. Believing 
in her own healthcare services, Polack gave birth to 
her third child at Genesis two years ago. 

Tucked away in the residential suburb of 
Saxonwold, Johannesburg, the hospital exterior 
and interior were designed to feel like home. 
Polack says expectant mothers prefer the clinic to 
be a private, personal and sacred space. 

This is why the transaction with Life Healthcare 
was not publicised in the media. Life announced in 
its unaudited group results for the six months ended 
31 March 2015 that it had acquired a 100% stake 
in Genesis Clinic on 1 March 2015. 

Genesis has 14 beds and delivers about 100 
babies a month. The birthing clinic also has an 
operating theatre, should complications arise 
during birth, and a neonatal high-care unit. 

SELLING THE BUSINESS 

Polack started looking for a buyer because her 
family is relocating. She says it was not about 
getting the highest bidder, but about selling Genesis 
to a company she believed was ethical and would be 
willing to maintain her kind of healthcare. 

Through years of interacting with the Life 
team, she felt it was the right match. Life is 
also implementing a similar birthing experience 
at some of its hospitals. Polack will remain in 
management to help the transition until the end 
of the year. 

“One of the most emotional parts of the move 
is how much time and how many years weVe 
spent building this very beautiful thing,” she 
says. “And I’d have loved to make it available to 
[the whole of] South Africa and feel it was more 
secure. But for family reasons, the timing is now.” 


KEY LESSONS 
LEARNT 

These are the lessons Polack 
learnt as an entrepreneur: 

• HAVE SOME BLIND FAITH. 

“I took the leap and then had to 
make it work. If I had stood at 
the beginning with all the facts in 
front of me, I don’t think I would 
have taken that first step.” 

• BE COMPLETELY PASSIONATE 
ABOUT THE VENTURE. “I had 

a passion that this needed to 
happen. So we dived in, bought 
the property and put money 
on the line. When it got hard, 
we were halfway in. You cope 
because there’s meaning to what 
you do.” 

• BUILD A GOOD REPUTATION 
BEFORE ASKING FOR 
FUNDING. Polack and her 
husband’s livelihoods went into 
the business, and a business 
partner injected capital into the 
venture. “Once you’ve built a 
bit of a reputation and a trade 
record, funding to expand 
becomes much easier. The first 
time is always hard because 
you are selling an idea on 
paper,” she says. It was painless 
getting funding approval for the 
expansion of the second storey 
of the Genesis building because 
the hospital had a good track 
record in business. 

• BE WILLING TO LEARN Even 
though you outsource services 
that are not your strengths, don’t 
just hand it over. “Attend every 
meeting, go through every piece 
of paper they send you and ask 
them to explain to you where 
it comes from. Learn off their 
expertise,” says Polack. Beyond 
learning the finances, she also 
read midwifery textbooks. 


There will be some co-branding between the 
Genesis and the Life brands, says Polack, but 
Genesis will remain a sub-brand of the group. 

COMPARATIVE COSTS 

Genesis works with all medical aids schemes 
in South Africa. Since the acquisition. Genesis 
adheres to Life Healthcare tariffs. Polack says 
natural birth at Genesis Clinic is slightly cheaper 
than at a private hospital where it could cost 
between R15 000 and R20 000. 

“Giving birth through caesarean section 
increases medical bills to R40 000 or 
R50 000, because a gynaecologist, a 
gynaecologist assistant, an anaesthetist and a 
paediatrician are needed,” she says. 

“When you walk into a private hospital in 
South Africa, you have an almost 80% chance 
of having a caesarean section, whether you want 
one or not. When you come here, it goes down 
to 20%. That is where the cost savings happen.” 

FINDING INVESTORS 

Over the six years Genesis has been in business, 
it has focused on evidence-based care. Research 
on the first 4 000 deliveries, Polack says, showed 
their outcomes were “spectacular” compared with 
other private hospitals. 

Life conducted a due diligence process on 
Genesis, too. “It’s interesting as an entrepreneur 
to see how much of your business management 
has been up to corporate scratch,” she says. “For 
me it was a nice affirmation - having gone into 
business blind.” 

She says it is rewarding to know Genesis has 
a mainstream outlet through Life Healthcare to 
expand to other facilities and hopefully start to 
turn the tide on some of the less productive ways 
maternity is handled. “I would love to see some 
of the work we have done here informing safe, 
well- delivered midwife-led care across South 
Africa,” she says. 

Where to from here? Polack is taking a different 
route entirely, into publishing, with a writing 
project that promises to empower women. ■ 
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1. Genesis has 14 beds. The rooms 
were designed to optimise the 
comfort of the expectant mothers. 

2 & 3. The clinic, in Saxonwold, 
Johannesburg, was purposefully 
conceptualised to feel like a home 
rather than a hospital. 
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Jude Polack 

Founder and 
director of 
Genesis Clinic 




BY GLENDA WILLIAMS 


L earning to drive can be 
intimidating, perhaps more 
today because of the mayhem 
on South Africa’s roads. On 
top of this is the cost, which the 
breaking open of piggy banks will not 
dent. Little wonder then that there are 
more and more unlicensed drivers or 
those with few skills on the roads. 

But with more young South 
Africans in a growing middle class now 
able to buy cars, the issue of driving 
skill and road safety is receiving more 
attention - from an unlikely source. 

Vehicle manufacturers focus 
primarily on passive safety to protect 
passengers from injury, with scant 
attention to driving skills. Datsun 
South Africa, however, is now offering 


training for drivers. The company’s 
approach is innovative; a skills 
programme that combines simulator 
training and real driving experience, 
which Datsun says ensures almost 95% 
of students get their licence. 

“In order to improve safety on our 
roads, it’s crucial to improve drivers’ 
understanding of traffic rules and 
to facilitate the experience with an 
affordable programme,” says Des 
Fenner, general manager of Datsun 
South Africa. 

“We will make this achievable 
with our GO SIM driving simulator, 
which will soon be available at 10 
of our leading Datsun dealers in 
Gauteng, Cape Town, Bloemfontein 
and Durban. They will provide a test 


market over three months starting in 
September.” 

Datsun SA’s partner, Bloemfontein- 
based company SIM U TEACH, along 
with Datsun dealers and certified 
instructors, will provide training on 
the simulator and the road, and for 
the test in a Datsun GO. Datsun will 
invest more than R2.5m for the test 
market alone, a figure that excludes 
SIM U TEACH’s investment before 
the partnership. The Datsun GO 
driving simulator features traffic and 
engine noise with audio response. It 
is equipped with a right-hand drive 
Datsun GO cockpit including a manual 
gearbox and controls like a clutch, 
brake and accelerator, and also all 12 
K53 training modules. As new drivers 
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DATSUN GO SAFETY UPDATE 


DATSUN’S FUTURE PLANS 

Two aspects are being explored for the future 
- innporting nnore nnodels to SA and local 
manufacture. Importing is considered likely 
in less than a year. The probable protagonist 
is the Datsun GO+, a seven-seater extension 
of the Datsun GO. The company is also 
launching a third car early next year in India. 
That may too land on SA soil. 

There are discussions about developing 
a car that could be locally manufactured. If 
this happens, it is likely the Nissan Rosslyn 
plant will be used. “I don’t imagine us having 
another plant in SA. But the issue of local 
manufacture is a longer-term discussion. It 



requires looking at the whole of sub-Saharan 
Africa. And the South African manufacturing 
environment must not only be competitive, 
but predictable,” says Cobee. 


work their way through the strict K53 
syllabus, they become familiar with 
the feel, road-holding ability and 
controls of the GO. Travelling down 
simulated streets, they can react to 
various incidents on screen - without 
the typical anxiety they experience on 
the actual road. With the exception 
of one module covering the local K53 
yard test, the simulated landscape is 
not specific to SA. 

“We are enablers. We are not going 
to give away driving licences. We want 
to provide solutions, especially for the 
emerging middle class,” says Vincent 
Cobee, corporate vice-president, 
Datsun Business Unit. “We are trying 
to get the ball rolling. If the test period 


is a success, we are willing to deploy 
more simulators to more dealers.” 
That could mean a roll-out of the 
Datsun GO SIM to all 65 Datsun 
dealers countrywide. At R3 400, the 
cost is almost half that of a series of 
roughly 10 classes at a traditional 
driving school. And anyone, not 
only prospective Datsun owners, 
can sign up. For those who buy 
a Datsun GO, the cost will be 
included in the purchase price. 

While the programme could 
prove a runaway success for 
Datsun, the country will also reap 
the rewards by having more skilled, 
safe drivers on the roads. ■ 
editorial(a)finweek.co.za 


Datsun’s re-entry to the market was perhaps not as smooth 
as the company may have liked. While the Datsun GO meets 
affordability needs. Global NCAP (the umbrella organisation for 
safety performance assessment programmes around the world) 
raised safety concerns. Datsun has since introduced a driver airbag 
as an option and had the vehicle rated for safety. 

Cobee stands firm behind the car’s dynamics. “For me, safety 
is not marketing and safety is not a Band-Aid on a broken leg. We 
don’t put in an airbag because the car’s dynamics are wrong. We 
start with good dynamics and if the customer wants an airbag, we’ll 
install one,” he says. 

Cobee says Datsun has had discussions with Global NCAP for 
the past six months and demonstrated that the airbag was fully 
functional. 

The company also recently used international safety regulation 
UN94 - the UN vehicle regulator - to rate the car. Though the final 
report is not yet out. Cobee says he believes the Datsun GO met 
every requirement. 

“The UN94 rating is the one we think is appropriate. This has 
triggered much discussion with Global NCAP and, I hope, a better 
understanding between the two parties.” 



Tough decisions 

await Telkom 


BY GUGU LOURIE 


U nder pressure because of the 
need to continue reviving itself, 
Telkom is moving ahead with. 
its cost- cutting push despite 
opposition from three trade unions. 

The parastatal was forced to halt its 
Section 189 retrenchment process to 
cut 4 400 jobs and move 3 200 people 
to outsourced businesses after the unions 
went to court. But the company will now 
look at alternative ways to cut costs. These 
measures include voluntary retrenchment, 
the introduction of flexitime and a 
possible wage freeze, said CEO Sipho 
Maseko on 13 July. 

“I am positive; I believe that Telkom 
will be sustainable in the future. But it is 
going to be difficult in the beginning,” 
said Maseko. “We have a lot of painful 
decisions we have to take. WeVe got to 
learn new things or do things differently 
for the company to be sustainable. But I 
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am under no illusion at all that it is going 
to be easy.” 

Some analysts seem confident Maseko 
can continue to turn Telkom around, 
with three out of six polled by INET 
BFA since the beginning of June rating 
the stock a buy. Two rated it a sell, and 
one a hold. Under Maseko s watch, 
Telkom earlier this year paid out its first 
dividend in more than three years. 

The easy pickings are gone, however, 
warns Farai Mapfinya, head of equities 
and portfolio manager at JM Busha Asset 
Managers. 

“We think they are still on the right 
track but it will be that much harder than 
what they have achieved to date. There 
are still some cost rationalisation benefits 
to be made but only up to a certain point,” 
Mapfinya said. 

“The main challenge will be growing 
the top line in a declining market through 
identifying or creating alternative revenue 
or income streams.” 

With declining revenue in its 
traditional fixed-line voice business, 
Telkom has focused on increasing mobile 
voice and data revenue, and on growing 
its IT business services offering. 

Telkom has also concentrated on 
cutting costs, and has exited non-core 
activities, sold properties, de-risked its 
mobile phone unit and is in a process of 
consolidating its head office to a single 
location in Centurion. It has also written 
down R12bn of legacy assets. 

The company more recently said it 
was planning to retrench employees and 


redeploy more to other companies. But 
after the court order successfully sought 
by the three unions. Solidarity, the 
Communication Workers Union and the 
South African Communications Union, 
Telkom is considering other alternatives. 

Maseko said the company had to 
change how it operated because the 
present way of doing things was not 
sustainable. “There is still fragility in 
our financial structure. That requires 
us to do a lot more than we have done 
in the past.” 

These include, as mentioned, a wage 
freeze, investigating flexible working 
hours (flexitime), voluntary severance 
packages (VSPs) and voluntary early 
retirement packages (VERPs). Telkom 
is also investigating new methodologies 
to improve productivity, upgrading of 
employees’ skills, reduced working hours 
in the form of a shorter work week and 
potential outsourcing options. Telkom 
will offer VSPs and VERPs to non- 
unionised members, who account for 40% 
to 45% of its workforce. 

“We have to make the difficult 
decisions now to safeguard the future 
livelihood of the majority of our 
employees, and to ensure the company 
remains an important contributor 
to economic growth, an attractive 
investment for shareholders and a vehicle 
for social transformation,” Maseko said. 

“Telkom will only remain relevant 
if it becomes a more agile, competitive 
organisation.” ■ 
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Lotto tussle worth watching 

BY ANDILE KHUMALO 


L ast week I was intrigued by a 
matter being heard in the North 
Gauteng High Court in 
Pretoria. The case involved 
Gidani, the former National Lottery 
operator. Gidani has been unhappy about 
losing the bid to operate the lotto to 
Ithuba, which was appointed in Gidani s 
place by the minister of trade and industry, 
Rob Davies. 

The dispute dates back to 2013, when 
the National Lotteries Board (NLB) 
recommended that the minister select 
Gidani as the preferred applicant and 
Ithuba as the reserve. But after appointing 
his own external consultants, the minister 
decided to appoint Ithuba as the preferred 
applicant instead. 

Gidani took the matter to court on a 
number of issues, including the rationality 
of the decision to select Ithuba as the 
preferred applicant and the minister’s 
decision to award and issue the National 
Lottery operating licence to Ithuba. 

On the first claim. Judge Neil Tuchten 
found no fault in the minister’s conduct. 
He ruled that Davies had acted in line 
with the request for proposal’s objective, 
which was to recommend a preferred 
applicant “following an evaluation and 
adjudication process as to whom the 
minister may consider appropriate to award 
the licence to”. 

The judge concluded that “the minister 
was required to make up his own mind” 
and to do so consultation” as opposed 

to ''in consultation” with the NLB, as the 
minister had done. 

Gidani’s second claim was that Ithuba 
did not have the necessary financial means 



to operate the lottery on 24 November 
2014, the date the licence was issued. 

The judge accepted that the 
adjudication committee of the NLB and 
the minister’s own advisers were satisfied 
that both Gidani and Ithuba had the 
financial means to operate the lottery. 

But things changed fundamentally 
when it came to awarding xht licence and 
entering the licence agreement. 

The judge found that the minister 
ought to have considered the impact of 
the change from a fixed percentage to 
a fixed rand amount on the ability of 
Ithuba to sustain the lotto. Previously, 
contributions to the National Lottery 
Distribution Trust Fund (NLDTF) were 
based on a percentage of revenue. The 
percentage was fixed, but the revenue was 
a projection. 

According to the judgment, the 
minister was clearly concerned about 
the prospect of Ithuba’s revenue being 
lower than expected. After all, his own 
external advisers had expressly rendered 
Ithuba’s forecasts as “unrealistic”. To 
mitigate the risk of lower contributions to 
the NLDTF, the minister then factored 
in a commitment from Ithuba of a fixed 
rand value contribution of R16.5bn 
over the eight-year licence period. This 
changed the game completely. Now, 
there was real risk in the business model 
of Ithuba, especially given the narrow 
net profit margin of 1.2% if it had lower 
revenues. The minister asked his external 
advisers to explore this question and the 
response was that “it seemed unlikely that 
Ithuba could honour the fixed payments 
without losing money or going insolvent”. 



In its bid, Ithuba had proposed a 
contribution to the NLDTF of 27.4% 
while Gidani proposed a contribution of 
34%. According to the minister’s external 
consultants, for Ithuba to achieve the same 
rand amount of contributions as Gidani, 
it would have had to generate 25% more 
revenue than Gidani. 


GIDANI, THE FORMER OPERATOR 
OF THE NATIONAL LOTTERY, 

HAS BEEN UNHAPPY ABOUT 
LOSING THE BID TO OPERATE THE 
LOTTO TO ITHUBA, WHIOH WAS 
APPOINTED BY THE MINISTER OF 
TRADE AND INDUSTRY. 


The judge found that “the minister 
simply failed to consider the question” 
of financial sustainability created by 
the minister’s inclusion in the licence 
agreement of a fixed contribution over 
the life of the licence. This finding led to 
the ruling that the minister’s decision to 
appoint Ithuba as the successful applicant 
and to award it the licence was irrational 
and invalid according to the constitution. 

The R16.5bn question is how the 
minister will rectify all this in the 31 days 
the judge has stipulated in his ruling. 
It seems both Ithuba and the ministry 
believe the matter will be swiftly resolved. 
I suspect Gidani has a different view. The 
two-horse race continues. ■ 

Andile Khumalo is the CIO of MSG 
Afrika, MD of POWER FM and founder 
of My Startup. He also presents POWER 
Business on POWER FM at Spm, Monday 
to Thursday. 
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DIRECTORS & DIVIDENDS 


Directors’ Dealings 


Company 

Director 

Transaction Date 

Transaction Type 

Volume 

Price (c) 

Value (R) 

Date Modified 

ADCORP 

PC Swart 

8 July 

Sell 

75,000 

3556 

2,667,000 

14 July 

AMECOR 

KA Colley 

1 July 

Sell 

88,000 

218 

191,840 

8 July 

AMECOR 

W Kirsh 

1 July 

Purchase 

30,000 

215 

64,500 

8 July 

AMECOR 

W Kirsh 

3 July 

Purchase 

60,000 

230 

138,000 

8 July 

BSI STEEL 

C Parry 

13 July 

Sell 

22,780 

51 

11,617 

15 July 

BSI STEEL 

C Parry 

13 July 

Sell 

527,220 

50 

263,610 

15 July 

CALGRO M3 

WJ Lategan 

13 July 

Purchase 

598,219 

2000 

11,964,380 

15 July 

CALGRO M3 

FJ Steyn 

13 July 

Sell 

900,000 

2000 

18,000,000 

15 July 

CALGRO M3 

W Williams 

13 July 

Purchase 

70,000 

2000 

1,400,000 

15 July 

CALGRO M3 

W Williams 

13 July 

Purchase 

83,219 

2000 

1,664,380 

15 July 

CMH 

JD McIntosh 

6 July 

Sell 

450,000 

1650 

7,425,000 

8 July 

DIPULA A 

NS Gumede 

9 July 

Sell 

128,612 

1032 

1,327,275 

15 July 

DIPULA A 

NS Gumede 

13 July 

Sell 

51,650 

1035 

534,577 

15 July 

FAMBRANDS 

P Halamandaris 

6 July 

Sell 

11,000 

11806 

1,298,660 

14 July 

FAMBRANDS 

P Halamandaris 

7 July 

Sell 

119,000 

11949 

14,219,310 

14 July 

FORTRESS 

B Schaper 

2 April 

Sell 

36,788 

3100 

1,140,428 

8 July 

FORTRESS 

B Schaper 

7 April 

Sell 

23,212 

3100 

719,572 

8 July 

INVICTA 

A Goldstone 

8 July 

Purchase 

7,500 

8800 

660,000 

9 July 

LODESTONE 

CB Hallowes 

8 July 

Purchase 

30,000 

665 

199,500 

14 July 

LODESTONE 

CB Hallowes 

9 July 

Purchase 

791 

660 

5,220 

14 July 

LODESTONE 

G Trope 

10 July 

Purchase 

4,908 

675 

33,129 

14 July 

MONTAUK 

BS Raynor 

9 July 

Purchase 

1,037 

1185 

12,288 

14 July 

MONTAUK 

BS Raynor 

10 July 

Purchase 

40,000 

1425 

570,000 

14 July 

MR PRICE 

SI Bird 

9 July 

Exercise Options 

94,000 

2650 

2,491,000 

14 July 

OMNIA 

Dr WT Marais 

8 July 

Sell 

3,982 

17500 

696,850 

14 July 

OMNIA 

Dr WT Marais 

8 July 

Sell 

3,202 

17500 

560,350 

14 July 

OMNIA 

WT Marais 

7 July 

Sell 

1,798 

17500 

314,650 

8 July 

PEREGRINE 

M Yachad 

8 July 

Sell 

6,000 

0 

0 

9 July 

SA CORP 

TR Mackey 

8 July 

Purchase 

220,010 

458 

1,007,645 

14 July 

SENTULA 

J Badenhorst 

8 July 

Purchase 

211,526 

19 

40,189 

14 July 

SOVFOOD 

G Coley 

10 July 

Purchase 

13,500 

770 

103,950 

14 July 

SPAR 

WA Hook 

8 July 

Exercise Options 

70,000 

2900 

2,030,000 

9 July 

SPAR 

WA Hook 

9 July 

Sell 

70,000 

18700 

13,090,000 

9 July 

SPAR 

R Venter 

13 July 

Exercise Options 

50,000 

19322 

9,661,000 

15 July 

TREMATON 

A Groll 

9 July 

Purchase 

38,335 

320 

122,672 

14 July 

TREMATON 

AL Winkler 

9 July 

Purchase 

10,000 

316 

31,600 

14 July 


EMIRA 134 7.9 

ASTRAL 1200 7.8 

OCTODEC 192 7.7 

REDEFINE 80 7.5 

LEWIS 539 7.1 


SHARE FORECAST DPS (c) FORECAST DY (%) 


SHARE FORECAST DPS (c) FORECAST DY (%) 


Dividend ranking 


PAN AFRICAN 

EQSTRA 

REBOSIS 

VUKILE 

ACCPROP 


15 

24 

109 

148 

54 


9.8 

9.4 

9.2 

8.3 
8.1 
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LIFE 


TEST YOUR KNOWLEDGE 


Welcome to yet another Finweek quiz! This week, we are giving away a copy of the 
book How South Africa works and must do better by Jeffrey Herbst and Greg Mills to 
one lucky reader who gets all the answers right. Complete the online version of this 
quiz on Finweek.com for your chance to win! 



finweek 


6 

What is Ipid? 

■ A tech-start up featured in last week’s edition 

■ The capital of Armenia 

■ The Independent Police Investigative Directorate 

7 

Name the local company that is partnering with 
Starbucks to bring the coffeehouse chain to South 
Africa. 

8 

Which US rapper declared ^ 

bankruptcy recently? 

■ Akon 

■ Young Sun ^ 

■ 50 Cent 

9 

Recently, Joaquin “El Chapo” Guzman Loera, a drug 
lord, made a daring escape from a maximum security 
prison. In which country did this take place? 

10 

Which planet did the space probe New Horizons 
recently photograph? 

■ Pluto 

■ Mercury 

■ Europa 


True or false? 

The Rhodes Must Fall protest 
movement is now also active 
at Oxford University in the UK. 



True or false? 

Last week’s cover story was about the future of the 
eurozone. 


In which Spanish city does the 
annual running of the bulls take 
place? 



Which local body had a special national congress 
recently? 

■ The South African Local Government Association 

■ Cosatu 

■ SACP 


True or false? 

Roger Federer won this year’s 
Wimbledon championship. 



CRYPTIC CROSSWORD 


Compiled by Jack Dunwoody (dunwoody_j@intekom.co.za) 



ACROSS 

1&7 Johnnie Walker’s a 
spirited one! (10,3) 

8 Crossing over leader 
completes the move (10) 

11 Easy dance to learn? (8) 

12 Very small amount due to 
lion-hearted volunteers 
(4) 

14 The Franco-Greek 
character has captured 
rare primates (6) 

15 It girl’s male cruelty (6) 

17 Tells right from wrongs 
(4) 

18 Rating the French brown 
muslin (8) 

21 Black diamonds strewn 
across motorway thanks 
to French promotion (10) 

22 , 6 & 20 Down Worry 
keeping boxers 
apart, it’s fierce 
(3-3-3) 

23 Mysteriously drop a 
pagan promotion (10) 


DOWN 

1 Express jointly? (10) 

2 Not exactly colourful 
common name for forger 
( 10 ) 

3 Amen to the latest 
fashion (4,4) 

4 Time old PM almost 
made to spill the beans 
( 6 ) 

5 Funny man is right 
speaker to bring back (4) 

6 See 22 Across 

9 Greek sportsman (10) 

10 Two girls in one day 
getting food poisoning 
( 10 ) 

13 An enjoyable time had 
by boy back to play 
tricks (8) 

16 Exercise with a Royal 
Marine in the saddle (4,2) 

19 Natural talent, we’re told, 
for being unfriendly (4) 

20 See 22 Across 


Solution to Crossword NO 590 JD 

ACROSS: 1 Magic moment; 9 Ire; 10 Eiderdown; 

11 Hotel; 13 Sailors; 14 Holier; 16 Egoist; 18 Usuress; 

19 Mimer; 20 Emigrated; 21 Tia; 22 Inspiration 
DOWN: 2 Ate; 3 Ideal; 4 Medusa; 5 Morning; 

6 Neologism; 7 Lighthouses; 8 One Saturday; 12 Tellurian; 
15 Eye-drop; 17 Ishtar; 19 Midst; 21 Two 
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PIKER 

ON MARGIN 


In his biography of Winston Churchill, who served as the UK’s prime minister between 
1940 and 1945 and again from 1951 to 1955, London Mayor Boris Johnson tells this 
story, which was told to him by Churchill’s grandson Nicholas Soames: 


“One of his Conservative ministers was a 
bugger, if you see what I mean, though he 
was also a great friend of my grandfather. 
He was always getting caught, but of 
course in those days, the press weren’t 
everywhere, and nobody said anything. 
One day he pushed his luck because 
he was caught rogering a Guardsman 
on a bench in Hyde Park at three in the 
morning - and it was February, by the way. 

“This was immediately reported to the 
Chief Whip, who rang Jock Colville, my 
grandfather’s Private Secretary. 

Jock,’ said the Chief Whip, ‘I am afraid I 
have some very bad news about so-and- 
so. It’s the usual thing, but the press have 
got it and it’s bound to come out.’ 

‘Oh dear,’ said Colville. 

‘I really think I should come down and 
tell the Prime Minister in person.’ 

‘Yes, I suppose you should.’ 

“So the Chief Whip came down the 


Chartwell [Churchill’s home in Kent], and 
he walked into my grandfather’s study, 
where he was working at his upright desk. 
‘Yes, Chief Whip,’ he said, half turning 
around, ‘how can I help you?’ 

“The Chief Whip explained the 
unhappy situation. ‘He’ll have to go,’ he 
concluded. 

“There was a long pause, while 
Churchill puffed his cigar. Then he 
said: ‘Did I hear you correctly in saying 
that so-and-so has been caught with a 
Guardsman?’ 

‘Yes, Prime Minister.’ 

‘In Hyde Park?’ 

‘Yes, Prime Minister.’ 

‘On a park bench?’ 

‘That’s right. Prime Minister.’ 

‘At three o’clock in the morning?’ 

‘That’s correct. Prime Minister.’ 

‘In this weather! Good God, man, it 
makes you proud to be British!”’ 




P-VT^ 


1 ? 

— r 



NmL' 


“You think you’ve got money problems? 
I’m paying off NINE life insurance policies!" 
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VERBATIM 



Karl Sharro (giKarIreMarks 
A sociologist walks into a bar. But he needs 
additional funding and four more years to 
produce a punchline. 


Nicky Smith (oistalkingtigers 
I have made a new word. Pretenderpreneur: 
a person who talks about winning contracts 
they have not won and did not deserve to 
win. 


Tom Eaton (giTomEatonSA 
You know you’ve been reading too much 
local news when you see “Pluto probe’’ and 
assume it’s an investigation into a dodgy 
tender. 


Chester Missing (gichestermissing 
Gold Fields’ Baleka Mbete speaking at Cosatu 
now. All I can hear is: “Work harder comrades. 
My Bentley requires it.’’ 


Pierre de Vos (gipierredevos 
Politics is about who decides and who 
decides who decides. #COSATU 

CC 

“A market pullback allows you to see 
which stocks are tennis balls and which 
ones are eggs. I want to own tennis 
balls.” - Mark Minervini, momentum 
stocks trader 


“I fear the Greeks, even 
when they bring gifts.” 

- Roman poet Virgil (70BC-19BC) 

33 
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•ALL AFRICA BUSINESS LEADERS AWARQS Africa 

SECURE YOUR SEATTODAY 


l^e All Africa Business Leaders Awards [AABLAi], in Partnership with CNBC Africa, hohour remackable leadership 
and salute^game changers oHausiness on the continent for their continuing commitment to excelience, developing 
best practices and Innovative strategies. ' 


Every year, the AABLA releases limited tables of ten to companies and bookings for the 201 6 awards season have 
now opened. Experience a premium gala event celebrating ^ASion, the spirit of achievement and excellence in 
leadership in Africa, together with top-level business and government networking. 


Book your table for one of the following events 


AABLA West Africa 2015 

August in Lagos, Nigeria 


AABLA East Africa 2015 

September in Nairobi, Kenya 


AABLA Southern Africa 2015 

September in Johannesburg, South Africa 


AABLA Finale 2015 

November in Johannesburg, South Africa 


Kindly contact Devi Royappen on 01 1 384 0300 for table bookings or visit the website www.aablawards.com 


Industrialist of Itie Year Calegoiy 
Presented By 


Finala Host Sponsor 
Baka^a 6 ei Kgaif^ 


Magazine Partner 


East African Research Partner 


Newspaper Partner 


Forbes 


I -fehiMrol 
fluiirtesT 


Pfoduoad By 


Hosted by 


©AABLAwards 
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Creating your legacy 
is creating ours. 

THE BEST PRIVATE BANK IN SA 2015 



WINNER: 2015 INTELLIDEX-MONEYWEB 
TOP PRIVATE BANKS AND WEALTH 
MANAGERS SURVEY 

RMB Private Bank is more than our name. It is our promise. 
A promise that means understanding our client's unique 
personal and financial aspirations. A promise that means 
personalised solutions and a service approach that allows 
us to create a legacy. Yours. 

Visit www.rmbprivatebank.com or call our 24/7 Service Suite 
on 087 575 941 1 for more information. 


YOUR WEALTH. YOUR LEGACY. 


RMB Private Bank, a division of FirstRand Bank Limited. An Authorised Financial Services and Credit Provider. NCA Reg. No. NCRCP20. 
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